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Pretace 


N December 28, 29, and 30, 1958, the Joint Allied Social Sci- 

ence Associations met in Chicago. Among the participants 
were the members of the American Marketing Association, meet- 
ing at their 41st National Conference. 

This volume of Proceedings records the formal papers pre- 
sented at this three-day conference, together with a number of the 
discussions which took place at the panel-type and special-interest 
sessions. 

The 41st National Conference was headed by Robert J. Lavidge 
as General Chairman, assisted by Ralph L. Westfall as Vice 
Chairman. Among the many others whose efforts made the con- 
ference possible are the following: 


Program Chairman: Taylor W. Meloan 
Arrangements: A, J. Kinard 
Entertainment: Robert H, Perry 
Finance: Fred C. Akers 
National Liaison: Dik W. Twedt 
Reception: Harold G. Murphy 
Secretary: Genevieve E. Boyd 
Attendance: Reginald L. Dellow 
Exhibits: Rome G. Arnold 
Ladies’ Activities: Jean P. Fletcher 
Publicity: Eugene E. Blackwell 
Registration: Daniel Seligman 


So far as the Proceedings are concerned, Taylor Meloan is of 
special importance. As Program Chairman, he was responsible 
for securing session chairman, and through them the services of 
the many prominent and able participants in the program. As one 
who knows the conference best, Professor Meloan has this to say: 


The theme of the 41st National Conference is indicated 
by its title, Advancing Marketing Efficiency. This implies 
a reappraisal of present efforts, and a consideration of 
new ways to enhance marketing productivity in this era of 
rapid change. 

To appeal to members with diverse backgrounds and 
responsibilities required meetings for marketing 


ix 


managers, for marketing researchers, and for marketing 
educators., Program planning stressed the interdisci- 
plinary contributions of anthropology, psychology, sociol- 
ogy, economics, accounting, statistics, and legal regula- 
tion in the improvement of marketing efficiency. 

Structually, the Conference consisted of ten broad 
interest sessions, plus joint meetings with the American 
Economic Association and the American Farm Econom- 
ics Association. In addition, thirteen group-interest dis- 
cussions were held. In order to permit sufficient time 
for presentations in depth, panel discussion and questions 
from the floor (as well as general sessions) were sched- 
uled for not less than 24 hours. No group-interest dis- 
cussion sessions were shorter than 12 hours. 

Almost 1,000 members and guests attended the Con- 
ference, and 139 of these were included in the program 
as session chairmen, as speakers, and as discussants. 


The editor of the 41st National Proceedings is grateful to many 
individuals for their help. Taylor Meloan and the session chair- 
men deserve a special word for their assistance in securing man- 
uscripts from the many participants. Former editors of Proceed- 
ings offered much helpful advice. Special recognition is due the 
staff of the AMA Headquarters—Marguerite Kent, Mary Duggan, 
Shirley Morris—for their complete and most competent cooper- 
ation, 


Lynn H. Stockman, Editor 


June, 1959 
Northwestern University 
Evanston, Illinois 
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Film: ‘‘The Price of Eggs’’ 

A motion picture presented by Jones & Lamson Machine Co, 


AMERICAN MARKETING ASSOCIATION BUSINESS MEETING 
National Officers will give brief Progress Reports to members. Open 
meeting. 


No, 9A THE MARKETING CURRICULA IN TOMORROW’S SCHOOLS OF 
BUSINESS 
Chairman: William A. Knoke, Professor, University of Iowa 
Panelists: Harvey W. Huegy, Professor, University of Illinois 
John E. Jeuck, Professor, University of Chicago 
Schuyler F. Otteson, Professor, Indiana University 
Discussants: Paul M. Hoffman, Professor, Southern Illinois University 
Harry A, Lipson, Professor, University of Alabama 
Edmund J. McCarthy, Professor, University of Notre Dame 
Donald L, Shawver, Professor, University of Missouri 
William J, Stanton, Professor, University of Colorado 
Edward E. Werner, Professor, University of Wisconsin 
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No. 10A SETTING YOUR SALES TARGETS ACCURATELY 
Chairman: Donald A. Doheny, Assistant to the President, Vestal Labo- 
ratories, Inc. 

Speaker: Albert Haring, Professor, Indiana University 

Subject: ‘‘Establishing the Market Index for Your Company’’ 

Speaker: J. T., Turner, Manager, Marketing Research Department, Inter- 
national Paper Company 

Subject: ‘‘Determining Sales Potentials for Your Company’’ 

Speaker: John H. Martin, Marketing and Statistical Coordinator, White 
Rodgers Company 

Subject: ‘‘Fixing Sales Quotas for Your Company’’ 


No. 10B NEW TECHNIQUES AND TEACHING METHODS IN MARKETING 
RESEARCH 
Chairman: Donald F, Blankertz, Professor, University of Pennsylvania 
Panelists: Harper W,. Boyd, Jr., Professor, Northwestern University 
Ralph Westfall, Professor, Northwestern University 
Kenneth R, Davis, Professor, Dartmouth College 


No. 11A THE STRATEGY OF MARKET SEGMENTATION 
Chairman: Jack C. Griffin, Marketing Research Director, Gerber Prod- 
ucts Company 
Speaker: Leslie A. Beldo, Research Director, Campbell-Mithun, Inc. 
Subject: ‘‘What Customer Profiles Don’t Tell You About Who’s Buying 
Your Product’’ 
Speaker: Morris Gottlieb, Vice President, Market Facts, Inc. 
Subject: ‘‘Segmentation by Personality Types’’ 
Disscussants: Franklin B, Evans, Professor, University of Chicago 
Thomas A. Staudt, Professor, Michigan State University 


No. 11B ANALYZE YOUR DISTRIBUTION COSTS 
Chairman: Donald R. Longman, Vice President and Director of Research, 
J. Walter Thompson Company, New York 
Speaker: Thomas J. McGann, Consultant 
Subject: ‘‘Distribution Cost Analysis Procedures’’ 
Speaker: Richard D, Crisp, Director of Marketing, Guild, Bascom & 
Bonfigli, Inc. 
Subject: ‘‘Effective Use of Distribution Cost Data’”’ 
Discussants: Robert B. Miner, Professor, The Ohio State University 
Michael Schiff, Professor, New York University 


No. 12A IMPROVING PUBLIC UTILITY MARKETING TECHNIQUES 
Chairman: Walter E. Rotthaus, Assistant Vice President, The Bell Tele- 
phone Company of Pennsylvania 

Speaker: Melvin Anshen, Professor, Carnegie Institute of Technology 

Subject: ‘Introducing the Marketing Concept through Management Devel- 
opment—From the Academic View’’ 

Speaker: Walter G. Barlow, Executive Vice President, Opinion Research 
Corp. 

Subject: ‘‘How Research Can Lead to Better Public Utility Marketing— 
From the Professional View’’ 
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Speaker: O, W. Tuthill, General Manager of Merchandising, Illinois Bell 
Telephone Company 

Subject: ‘‘Modern Marketing Challenges Utility Management~From the 
Management View’’ 


No. 12B GOVERMENT’S ROLE IN MARKETING—HELP OR HINDRANCE? 
Chairman: Howard L. Stier, Director of Statistics and Marketing Re- 
search, National Canners’ Association 

Speaker: O. V. Wells, Administrator, Agricultural Marketing Service, 
U. S. Dept. of Agriculture 

Subject: ‘‘Marketing Food and Agricultural Products’’ 

Speaker: Harry W. Ketchum, Director, Office of Distribution, U. S. 
Dept. of Commerce 

Subject: ‘‘Facts and Figures for Marketing Decisions’’ 

Speaker: Charles W. Smith, Senior Consultant, McKinsey and Company 

Subject: ‘‘How to Increase the Usefulness of Government Marketing 
Information’’ 


No. 183 LUNCHEON—THE MARKETING IMPLICATIONS OF THE JET 
AGE 
Speaker: Robert E. Johnson, Senior Vice President, United Air Lines 
Chairman: Reavis Cox, Professor, University of Pennsylvania, and 
President-Elect, American Marketing Assocation 


No. 14A CURRICULUM CONSTRUCTION IN FOREIGN MARKETING 
Chairman: Harold Kellar, Professor, The City College of New York 
Speakers: John Fayerweather, Professor, Columbia University 
James A. Hagler, Professor, Harvard University 
Donald F, Muhvihill, Professor, University of Alabama 
Subject: ‘Status Reports on Projects’’ 
Speakers: William Lazer, Professor, Michigan State University 
Eric Schenker, Professor, Michigan State University 
Subject: ‘Criteria and Objectives for Basic Courses in Foreign Market- 
ing 
Speakers: William R. Hoskins, Professor, Indiana University 
Peter S. King, Professor, Massachusetts Institute of Tech- 
nology 
Roland L. Kramer, Professor, University of Pennsylvania 
Subject: ‘fAn Analysis of the Contents of the Basic Course in Foreign 
Marketing’’ 
Speaker: Harold Kellar, Professor, The City College of New York 
Subject: ‘‘A Review of the Methods Used in Teaching Foreign Marketing”’’ 


No. 14B USES OF COST AND MARGIN DATA IN RETAILING AND 
RETAIL EDUCATION 

Chairman: Edward A, Brand, Professor, Michigan State University 

Speaker: Orin E, Burley, Professor, University of Pennsylvania 

Subject: ‘‘The Drug Store Study’’ 

Speaker: Robert W. Mueller, Editor, Progressive Grocer Magazine 

Subject: ‘‘The Super Valu Study’’ 
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Speaker: Rose Kneznek, Executive Secretary, Bureau of Business Re- 
search, Harvard University 
Subject: ‘‘The Department Store Study”’ 


No. 14C NEW TOOLS FOR IMPROVED DECISION MAKING 

Chairman: Arnold Corbin, Professor, New York University 

Speaker: C, Joseph Clawson, Director of Consulting Services, Facts 
Consolidated 

Subject: ‘‘Quantifying Motivation Research to Predict Consumer Be- 
havior 

Speaker: G. Truman Hunter, Educational Consultant, Executive Develop- 
ment School, International Business Machines, Inc. 

Subject: “‘Simulators and Games as Educational Tools for Decision 
Making’’ 

Discussants: G, R, Andinger, Associate, McKinsey and Company 

John S. Coulson, Vice President, Leo Burnett Co., Inc. 


No. 14D SYMBOLS FOR SALE—THE ROLE OF SYMBOLS IN THE MAR- 
KET PLACE 

Chairman: Harper W. Boyd, Jr., Professor, Northwestern University 

Speaker: Henry O. Whiteside, Vice President, J. Walter Thompson Co. 

Subject: ‘‘Context and Comments”’ 

Speaker: Reuel Denney, Professor, University of Chicago 

Subject: ‘‘Symbols by Which We Live’’ 

Speaker: Sidney J. Levy, Director of Psychological Research, Social 
Research, Inc. 

Subject: ‘‘Symbols by Which We Buy’’ 


No, 14E SIGNIFICANT DOCTORAL DISSERTATION RESEARCH 

Chairman: Hugh G. Wales, Professor, University of Illinois 

Speaker: Milton Alexander, Progressive Grocer Magazine 

Subject: ‘‘The Significance of Ethnic Groups in Marketing New-Type 
Packaged Foods in Greater New York’’ 

Speaker: Ralph L. Day, University of North Carolina 

Subject: ‘‘The Application of Mathematical Programming to Marketing 
Problems’’ 

Speaker: William Egloff, Northwestern University 

Subject: ‘‘Marketing Strategies in the Fiber Glass Panel Industry’’ 

Speaker: Guy G. Gordon, University of California 

Subject: ‘‘The Wholesaling Potential of a Satellite City’’ 

Speaker: Frederick E, May, University of Michigan 

Subject: ‘‘The Use of Consumer Survey Data in Forecasts of the Demand 
for Consumer Durable Goods’’ 
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PART ONE 


Luncheon Addresses 


1. “THE ECONOMIC OUTLOOK” 


Dexter M. Keezer* 


HE definition of marketing carried by your Journal of Market- 

ing is ‘“‘the performance of business activities that direct the 
flow of goods and services from producer to consumer or user,”’ 
That seems to me just right. The art of marketing, properly con- 
ceived, involves not merely getting goods and services physically 
distributed but governing their volume and flow by activities 
ranging all the way from allied research and product design, 
through advertising, to doorbell ringing. 

With an eye cocked toward your special interest in marketing, 
I propose to ask and answer the following questions: 

Where does business stand now? 
How did we happen to slide into the recession? 
What has been pulling us out? 
Where do we go from here? 
What are the principal things to worry about? 
How can we reduce these worries? 


Where We are Now 


As we meet here the total volume of business in the United 
States (the Gross National Product) is running at a rate of around 
$450 billion. That is a rate about $25 billion dollars higher than 
it was in the first quarter of this year, the low point of the reces- 
sion. In dollar volume this is a new all time record high. Prices 
are up about 2% on the average. So, in terms of the physical vol- 
ume of business, we are still short of the peak business hit 15 
months ago. 


*Mr. Keezer is Vice President, McGraw-Hill Publishing Company, Inc. and 
Director of its Department of Economics. 
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4 ADVANCING MARKETING EFFICIENCY 
Causes of the Recession 


We may get some light on where we are likely to go from here 
by taking a look at where we have been lately and why. So I now 
propose to take a pass or two at the question, ‘‘How did we happen 
to slide into the recession?’’ 

In detail this question will be debated as long as economists 
have any wind left in them. There is no shortage in sight here. 
But some of the key causes of the recession are clear enough. 
One was a cutback of orders for new industrial plant and equip- 
ment, Another was a slashing of new orders for defense equip- 
ment. Still another was a severe shock to business and general 
public confidence created by the launching of-the Russian sputniks. 
In fact, a good case can be made for calling the recession which is 
now receding the sputnik recession. 

But there was another cause of the recession which I find 
particularly interesting and of special significance for a group 
which concentrates on marketing. This was the failure of the 1958 
automobile models to charm the customers. Before the 1958 
model passenger cars were unveiled, it was being confidently 
predicted in the automobile industry that at least 5.8 million of 
them would be sold in the United States. But the consuming public 
did not take to them. Only about 4.2 million of them were sold 
during the model year. This was a major contribution to the 
recession, 

There are many questions to be asked and answered in arriving 
at a complete explanation of the poor sales of the 1958 models. 
Was the trouble really style or price? Or was it that people were 
disturbed about business prospects and hence hesitant about buy- 
ing? Did they have the money and credit to buy a lot more 1958 
model cars if they had really liked them? 

It is possible to pick up an argument on the right answer to all 
of these questions. But the fact remains that American consumers 
had the money and credit to buy many more 1958 model automo- 
biles than were bought if they had liked them, or - in my part of 
the country - if they had had some place to run them. They did not 
take much of a fancy to the 1958 models. There was a failure in 
marketing. The result was a let-down for a whole great industrial 
complex - steel, rubber, glass, textiles, etc. - serving the auto- 
mobile industry. 

The reason I stress this bit of history is that it points up a 
problem with which we must cope successfully if we are to make 
our economy work as well as it should. It is the problem of plenty, 
the problem of abundance. In the intensity in which we are 
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encountering it in the United States, it is a problem unique in 
human history. Most of the world knows nothing about it. 

In the United States we have enough automobiles to provide 
everyone with quite a good order of transportation. Since World 
War II we have sold about 65 million passenger cars. We have 
about 57 of them in relatively good order. That is enough cars to 
give every man, woman and child in the country an automobile ride 
at the same time, or at least until we developed the biggest traffic 
jam in the history of mankind. 

This obviously means that we are under no compulsion of 
elemental necessity to buy more millions of passenger cars every 
year. We can take them or leave them. And much the same thing 
is true of a whole range of things - and particularly consumer 
durable goods. It is possible to make a plausible case that Amer- 
ican consumers are under no compulsion to buy at least one-third 
of everything being currently produced. So far as their immediate 
convenience is concerned they can take it or leave it. The third 
lies in the realm of ‘‘optional consumption,.’’ But had they decided 
to leave it, I would not be talking rather comfortably about a mild 
recession, I would be talking about a recession more devastating 
than any we have ever known. 

One of the clearest implications of this state of affairs is that 
marketing becomes an absolutely basic economic process. There 
is a tendency, particularly among people of my generation, to 
think of producing steel, digging coal, growing wheat, or manufac- 
turing automobiles as basic, and to think of the marketing of these 
things as much more superficial. 

Any such idea as this is thoroughly obsolete. Successful 
marketing is a key ingredient of a successful economy of abun- 
dance. A failure in the field of marketing made a decisive contri- 
bution to the recession from which we are now recovering, 

In the years immediately ahead, as I see them, marketing is 
destined to play an even more decisive role in determining our 
economic success than it has in the years past. This is because 
I believe we are entering a period when there will be striking al- 
terations in the American consumer’s conception of the line of 
purchases which makes for the best life. I suspect what happened 
to automobile sales last year will be seen a decade hence to have 
been a harbinger of such a period of change. Such a development 
will, of course, enhance even further the importance of the role of 
marketing. 


What Has Been Pulling Us Out of the Recession? 


The next question is, ‘‘What has been pulling us out of the 
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recession?’’ The answer is uncomfortably clear. Thus far it has 
been primarily government expenditures. We have had a massive 
injection of deficit financing, largely by the federal government. 
Of the increase of about 325 billion in the dollar volume of busi- 
ness since spring, somewhere around a third can be accounted for 
by increased government expenditures, mostly federal. Another 
third can be accounted for by a slowing up of inventory liquidation. 
But this has been largely a response to government spending and 
government orders. And the final third of the $25 billion increase 
in business has been due to increased consumer expenditures. 
But this increase, too, can be accounted for in large part by trans- 
fer payments by government, for such things as old age insurance 
and unemployment compensation. 

As a whole, consumer spending has, as you know, held up 
remarkably well throughout the recession, At its lowest point it 
was less than 1% below its peak in the fall of 1957. This stability 
on the part of the consumer - a stability not comparably shared by 
the government or the business community - obviously makes it 
easier than otherwise for the economy to negotiate a recovery. 
But, as I have indicated, most of the driving force in the recovery 
has been provided by government expenditures and orders, | 
hasten to add that Iam passing neither moral nor economic judg- 
ments on the governmental operations involved. I am addressing 
myself to the question of what has been pulling us out of the reces- 


sion, 
Where Do We Go From Here? 


The next question is, “‘What is the general course of business 
from here out?’’? Where do we go from here? The general course 
of business will be onward and upward right through 1959. Con- 
sumers will have some 315 billion more in income, after taxes, 
than they have had this year; and they will spend most of it. Our 
manifold governments will be spending at an annual rate about $5 
billion more than they are this year. And business firms will 
again be increasing their expenditures for new plant and equipment 
slowly - from an annual rate of about $31 billion this year to 333 
billion next year. 

Our business firms should, of course, be increasing their pur- 
chases of new plant and equipment much faster than they are. For 
contrary to a very wide-spread illusion, an alarmingly large share 
of our American industrial plant is thoroughly obsolete. For ex- 
ample, a comprehensive census of metalworking equipment just 


completed by American Machinist has disclosed that three out of 
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five metalworking machines are over 10 years old. Modern 
machines are more than half again as productiveas those produced 
a decade ago. Careful studies made in my office show that we 
need to spend about $95 billion to get our industrial equipment up 
to date. If we were to make the headway on that job which should 


be made in 1959 - a process dependent decisively on more en- 
couraging federal tax arrangements - business investment next 


year would be much higher than the $33 billion total I have men- 
tioned. However, I am putting down what I think is going to happen, 
not what I think should happen. 

Where the total dollar volume of business this year has been 
about $435 billion, we have what it takes to make the total next 
year about $468 billion, or an increase of about 8%. This is the 
average for the year. I hasten to add that the total dollar volume 
of business will be running at a rate of more than $475 billion at 
this season a year hence. 

There are those among my associates who can see the outlines 
of a rip-roaring boom shaping up by this season a year hence. I 
can’t quite manage to do this yet, for reasons some of which I 
shall indicate in a moment. But I am reasonably confident that if 
the boom does materialize it will be about the most uncomfortable 
boom ever experienced. In the 60’s our bumper crop of juvenile 
delinquents will no longer be juvenile; they will simply be delin- 
quent. Our economic society will be violently churned up by the 
new industrial revolution, and we will not yet have learned how to 
smooth off the very rough edges by making adequate provision for 
civic amenities such as clean air, clean streets, clean streams. 

Since he has written a best seller - The Affluent Society - on 
the theme (I hasten to add that I don’t subscribe at all) to what I 
take to be my friend Kenneth Galbraith’s notion that we should 
stop worrying about more production and concentrate on using 
what we’ve got more effectively. That, it seems to me, would be 
throwing the baby out with the bath. We need both more produc- 
tion and better utilization of it to improve the civic amenities of 
our society. 


What is There to Worry About? 


For the year 1959, which is as far as I undertook to pierce the 
veil of the future, I have provided a rather cheerful picture of the 
business outlook. Then what is there to worry about? As I see it 
there are two big economic worries. One is provided by the pros- 
pect that our economic recovery will not be rapid enough to sop up 
unemployment at a satisfactory rate. The other and rather 
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inconsistent worry arises from the widespread conviction that 
rather rapid price inflation is going to persist over the years 
ahead. 

First on unemployment—As I have indicated, the total physical 
volume of business in the United States is again running at about 
the same annual rate that it was in the fall of 1957, when the re- 
cession started. But we have about 1.5 million more unemployed 
than we had then, a total of about 4.0 million. The explanation is 
not far to seek. Our labor force has increased. Those on the job, 
particularly in manufacturing, have been producing more per 
manhour. This is a standard phenomenon of recession, and re- 
covering from it. Some of the stumble bums are fired; some of 
those staying on the job feel the urge to work harder (sad com- 
mentary on the human race); and the best of the available equip- 
ment tends to get used. Regardless of the causes, however, the 
fact remains that we are not generating new jobs fast enough to 
bring the end of a serious unemployment problem clearly in sight. 

One consequence of this state of affairs seems very clear. 
There will be heavy pressure on the coming Congress to do much 
more to create ‘‘full employment.’’ This has been defined by the 
eminent British economist G.B.H. Fisher, cynically but not un- 
realistically, as that ‘‘degree of employment that does not create 
undue restlessness among the electorate.’’ There will be much 
restlessness among the electorate about unemployment when the 
coming Congress convenes. And, from all I can discover, the new 
Congress will be so constituted that it will have much more dis- 
position than the last might have had to quiet this restlessness by 
adopting new federal programs designed to create jobs. 

But in following such an impulse Congress will be up against 
one very imposing difficulty. It is that more federal programs to 
increase employment can hardly avoid increasing the federal de- 
ficit. Most of those who do careful estimating in that line report 
that the federal deficit for the fiscal year ending June 30 next al- 
ready promises to run from $10 to $12 billion. I wouldn’t be 
surprised if that turns out to be a bit on the high side. But there 
is no doubt that a whopping federal deficit is in the making. 

The prospect of a $10-3$12 billion dollar federal deficit next 
June is, of course, one of the mainsprings of the fear that con- 
tinuous price inflation is to be our lot. This fear of inflation has, 
in turn, done a lot to speed the rush into the stock market to buy 
common stocks which have some special capacity to ride along 
with inflation. It can be argued that the zest to buy common stocks 
has been largely the result of greatly improved profit prospects 
for the coming year, coupled with what I am told is a marked 
shortage of high grade common stocks. 
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Corporate profits are going to be higher next year - quite a lot. 
And that prospect may go quite a long way to validate the rush 
into the stock market to buy common stocks. But the fact remains 
that the wort of rush into the stock market we have had in recent 
months has potentialities of leading into a dizzy speculative boom - 
and crash - particularly if it gets nourished by news suggesting 
that the bet on rapid inflation is right, 


A Rugged Dilemma 


These two strange twin worries, about continuing inflation and 
continuing unemployment, create a really rugged dilemma. If, 
for example, those at the credit and monetary controls tighten 
credit to damp down speculative enthusiasm, they may be checking 
some industrial expansion needed to absorb unemployment. And 
if they don’t, they may increase the risk of a speculative spree. 
I don’t know what is the most vexing job in the country right now, 
but I would give that of being Chairman of the Federal Reserve 
Board a high rating. 

And, of course, the coming Congress will be impaled on the 
horns of the same dilemma. If the Congress appropriates more 
money in an effort to create more jobs, it adds to the fears that a 
lot more price inflation is in store soon, and hence to the danger 
of a speculative boom, and bust. 

For the short run it is my impression that the fear of continu- 
ing inflation is being greatly overdone. In fact, I cannot escape 
some suspicion that it is being overdone for the longer pull, too. 
The root cause of inflation, as I see it, is scarcity. At present 
almost nothing is scarce - except, I was recently rudely reminded, 
good economists. In fact, we are more plagued by superabundance 
than we are by scarcity. This is chronically true in agriculture. 
Currently, it is also true of labor. Andour manufacturing industry 
is also more than amply stocked with producing facilities. 

Under such circumstances - of general abundance - it is nec- 
essary to assume that we are going to show superlative capacity to 
bungle the management of our economic affairs in order to enter- 
tain comfortably the notion that not merely creeping but trotting 
inflation is to be our lot over the period ahead. A particularly 
notable opportunity to test our talents along this line will, of 
course, be provided by the negotiation of a new wage contract for 
our steel workers next summer. 

In the meantime, as the realization that the fear of inflation, 
at least over a relatively short run, is being greatly overdone, | 
expect to see the stock market calm down, This then, leaves us 
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as the overshadowing worry that of expanding production fast 
enough to take up the slack in unemployment at a satisfactory rate. 
To be done properly, this is primarily a job of marketing. We 
have ample producing capacity. The problem is to increase ‘‘the 
flow of goods and services from producer to consumer’’ - a mar- 
keting operation, 

This is a roundabout way of coming to the inescapable con- 
clusion that you people engaged in marketing have been moved 
right into the center of the economic stage and given the leading 
role. Economically we clearly have a relatively good year ahead 
in 1959. In physical terms the total volume of business, in what 
I find my convincing calculations, will be up about 7% above that 
of this year, and the economy will be on the upgrade throughout 
the year. But whether we do anywhere near as well as we should 
depends decisively on how well you people in marketing do your 
job. 

I should add that everything I have said is based on one crucial 
assumption. It is that we shall not start World War II, with at- 
omic weapons, over the period with which I have been concerned, 
I don’t believe we shall. If I did I would not have bothered to show 
up here today. But my belief is an exercise in hope and faith 
rather than knowledge. Granted its validity, however, we have a 
good economic outlook which, by performing your marketing arts 
well, I hope you are going to make much better. 
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2. “ INTEGRATED MARKETING” 


William M. Stuart* 


ARKETING is as old as recorded history. Essentially it is 

the meeting place of a buyer anda seller. When and where 
the first individual had over-production of something he grew or 
produced, which he bartered or sold to a neighbor who also had a 
surplus, would be difficult to determine. It probably began as a 
very simple and crude transaction with the first recognition of 
private property. Marketing in some form or another, then, is as 
old as civilization itself. 

The fact that this American Marketing Association gathered 
here today is made up of specialists in many phases of marketing, 
of professors who teach theory as well as the practical aspects 
of the broadest possible marketing concept, is an indication of the 
fast-moving American economy. 

Many of us in this room have seen tremendous changes in our 
American markets. Less than sixty years ago, I dare say, there 
was little need for any of the experts in this room. Perhaps 
‘“need’’ is not a choice word—I should say ‘‘very litthe employ- 
ment’’ was available for experts in marketing. 

Most of our giant merchandising organizations were still to be 
established. The comparatively few concerns exploiting the na- 
tional market were mostly confined to clothing and hard goods. 
That was before refrigeration made possible the national market- 
ing of perishable goods. The bulk of marketing was done at the 
local level. 

The general store, with its cracker barrel, sugar barrel, flour 
barrel, and the old pot-bellied stove, represented a big sector of 
the American market, That was the day of the old-fashioned sales- 
man. They called him a ‘‘drummer.’’ He arrived by train with 
many trunks, hired a conveyance from the local livery stable and 
started to work the countryside, telling funny stories, drinking 
whisky, and, according to legend, violating the sanctity of the 
farmer’s daughter, 

This present generation, sparked by mass trasnportation—mass 
communication in all its aspects—has seen the creation of un- 
dreamed of billion dollar merchandising organizations in many 


*Mr. Stuart is President of The Martin-Senour Company. 
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fields. Taking advantage of the facilities available, we have de- 
developed tremendous markets, in turn supported by mass pro- 
duction and mass selling that would have been considered a “‘pipe 
dream’’ a few years ago. 

Is it any wonder, then, that our marketing activities have be- 
come so diverse and so complicated that it brings together such 
a group of experts from industry—our great universities and col- 
leges—who are helping to instruct and equip the oncoming genera- 
tion to cope with this constantly expanding and increasingly intri- 
cate problem? 

‘Integration’? has become quite a well known word in recent 
years. While it is more familiar to the press, radio and television 
in connection with racial problems, its implications are pretty 
much the same in marketing. In other words, it indicates the 
necessity for harmonizing various elements of marketing into 
some kind of a packaged unity that will lend itself toward more 
creative and more efficient distribution of goods and services. 

It would be presumptuous for me to speak with authority upon 
the many aspects of this problem of ‘‘integrated marketing.’’ I 
can only suggest some of the things we have learned in our busi- 
ness, together with a few observations in traveling some 50,000 
miles a year visiting our distributors and dealers, and participa- 
ting in various industrial and marketing activities. 

As I see it, the first step in any integrated marketing program 
is a well-defined company objective. If you will permit, I should 
like to present a few of our company’s experiences to illustrate 
the point. When we were asked to assume executive direction of 
the Martin-Senour Company it was during the unpleasant early 
thirties. There was a question as to whether the business should 
be liquidated or perpetuated. One thing seemed certain—we 
couldn’t exist as just ‘‘another’’ paint manufacturer following the 
pattern of the average paint company. 

We looked around for something that presented a distinctive 
field. We decided that COLOR was the idea. Having made that 
decision, the next problem was to find people who could help us 
launch the right program. We were fortunate in finding a colorist 
in Fred H. Rahr and a color physicist in Carl Foss, who were able 
to guide us in the right direction. Having established a definite 
objective and found the right people to help us formulate the pro- 
gram, we discovered many other things that had to be done to 
create a ‘‘corporate image’’ of color leadership, which had been 
completely lacking in the paint industry. A little research work on 
advertising, nationally and at point-of-sale, indicated a very static 
situation within the industry. Color cards, window displays and 
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national ads were so lacking in distinction that manufacturers’ 
names could have been interchanged without the consumer dis- 
covering the difference. It was at this point that we asked a very 
simple question—how could we develop a distinctive program in 
all the phases of our marketing activities which would identify 
color and quality with our name? This precipitated a search for 
a good graphic arts designer, and this proved very fruitful. We 
found a man by the name of Morton Goldsholl, who, today, is one of 
America’s best known industrial designers. Together we sought 
to establish the proper integration of good design, with all phases 
of our operations that were presented to our public. 

As we look back we honestly have to confess that one of the 
most valuable tools in building our leadership with discriminating 
architects, interior decorators and designers was this integration 
of good design with all of our activities. This, naturally, influenced 
our advertising program. Again we were fortunate in selecting 
an agency which appreciated what we were trying to do and which 
was willing to ‘‘throw in’’ and grow with us in promoting our color 
program. While we have never been large national advertisers, 
I am sure I can say without fear of contradiction that there has 
never been a Martin-Senour ad in a national magazine that could 
be confused with ‘‘room scenes’’ depicted by other segments of 
our industry. It, naturally, followed that direct mailing pieces 
and enclosures were developed which were equally distinctive 
color-wise, copy-wise, and design-wise. 

Another very important factor which soon entered our business 
as part of our integrated marketing program was professional 
public relations. What we were doing had such tremendous news 
value with the home magazines and entire home fashions industry 
that we needed professional help to tell the world about our pro- 
gram. Naturally, there was close integration of public relations 
activity with our design and national advertising programs. 

Of course, product development is an important part of any 
integrated marketing program. We have devoted a tremendous 
amount of work to the maintenance of better color standards— 
development of new colorants with greater permanence, inside and 
outside—better washability—and all of the other factors so impor- 
tant in maintaining high quality products. This has been difficult 
with the transformation of our industry, almost within the last 
thirty years, from a very simple to a complicated chemical busi- 
ness using a host of new chemicals such as acrylics, latex, vinyls, 
ete. 

In speaking to a group of marketing specialists I would be re- 
miss if I did not mention the importance of market research. For 
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you properly to understand how we have used this factor, you 
would have to know a bit about our business. We distribute almost 
entirely through wholesalers. While we have national distribution, 
most of the beneficial research work that has been carried on 
previously was to uncover facts about the specific markets of our 
wholesalers and to aid in planning a better coordinated program 
for their immediate markets. A major step in our research pro- 
gram was to develop a Color Research Department and place one 
of America’s top colorists in charge. Our headquarters being in 
Chicago gives us a wonderful opportunity to constantly observe the 
color movements in home furnishings. Our studies of consumer 
wants quickly established a natural liaison between such leading 
shelter magazines as House Beautiful, House & Garden, and Living 
For Young Homemakers, which are carrying on continuous color 
research of their own. In addition, we keep in close touch with 
some of the major merchandising organizations like AMC, the 
leather industry, rug industry, etc., where we can ‘‘feel the pulse’’ 
of color trends. 

It has been interesting to note that some of America’s largest 
corporations have come to us for color advice. We have never 
made it a practice to offer consulting services in competition with 
colorists and designers, but we have helped to steer some of them 
down the right road by giving them the benefit of our experience. 
As a result of our color research and its wide acceptance as 
somewhat authoritative, we developed another phase of our busi- 
ness which, I am sure, could be called ‘‘integrated marketing.’’ 
Since we belong to the home furnishings industry and people buy 
our products to harmonize with something else, we work with ap- 
pliance manufacturers to be sure people can get the right colors 
to go with the colors of appliances they buy. We work with manu- 
facturers of office equipment to make sure that wall colors are 
properly available to create decorative schemes for America’s 
business executives and their staffs. We have closely coordinated 
with the wallpaper manufacturers in exchanging color information 
and ideas. We have a very close relationship with many fabric 
manufacturers—in fact, many of the nation’s most widely known 
colorists and designers constantly use the color standards we have 
developed. 

So, we have not only integrated our ownmarketing program, but 
we have definitely attempted to integrate our color know-how with 
all other industries which are associated with our products. 

One of our toughest problems was to train a sales organization 
to sell ‘‘Color’’ instead of ‘‘buckets of paint.’’ Integrating a group 
of old-fashioned paint salesmen (who had been accustomed to 
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selling cans of paint competitively and depending upon demonstra- 
tion of products at dealer level to determine the superiority of 
our program) and converting them to an appreciation of our new 
marketing concept, was most difficult. Of course, some of them 
never made the grade. We had to get younger men without pre- 
conceived ideas and we had to train them in a new method of sell- 
ing. It was even more difficult to train our dealer organization to 
understand that selling ‘‘the color’’ people wanted was much 
easier than selling a gallon of paint at a competitive price. 

One of the most helpful elements in establishing this program 
has been the instant appreciation of our efforts by America’s most 
critical clientele such as architects, interior decorators and de- 
signers. The ready acceptance of our program by this group pro- 
vided an instant ‘‘shot in the arm’’ for our dealer and sales organ- 
izations, 


As you will see from the foregoing, to us ‘‘integrated market- 
ing’’ means utilization of good design~good advertising, both 
direct-mail and national—good promotion—good sales and dealer 
training—far sighted product development and research—and a 
broad recognition of the necessity for associating ourselves with 
other manufacturers who sell products for the homes of America. 

In closing, I recognize that this limited discussion, based more 
or less upon our experience, falls far shortof a general discussion 
on the marketing problems all of us face today. Every day some- 
thing new happens in this fast-moving American market. Charles 
H. Brower, president of Batten, Barton, Durstine & Osborn, Inc. 
expressed this exactly in a recent issue of Dun’s Review— 


“The marketing and selling of goods is a most baffling 
business today. Markets are shifting so fast. People are 
moving from urbia to sub-urbia, from sub-urbia to ex- 
urbia, from Herald Square to the Cross County Shopping 
Center. All around us we see change, which makes us 
sure that we will have to keep changing, that our pro- 
ducts and packages and plans and promotions will have to 
keep changing. It makes us sure that if we don’t stay on 
our toes, we will land on our backs! Our competitors are 
changing; they are growing smarter every day. And our 
customers are changing. They’re growing smarter every 
day, too. And richer, and better educated, and more 
sophisticated. Everywhere you look are opportunities 
for innovation, new ways of doing things. The alternative 
to innovation in your business and mine, unfortunately, 
is something called economic boredom. Which means that 
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there isn’t any alternative. You cannot become a leader 
in your field—you cannot maintain leadership in today’s 
economy unless you have an open mind and an aggressive 
policy about innovations.’’? 


With this shifting of people from cities to suburbs - suburbs 
to nearby rural areas, there are developing great centralized 
shopping centers, convenient to the suburban population—expansion 
of super-markets—drug stores and general merchandising esta- 
blishments. There is the tremendous impact of automation, elec- 
tronics, atomic energy, sun-powered products—all creating vast 
new markets, great opportunities for further expansion of our 
economy. 

Then, there is the exciting new market that will develop in the 
next ten years as a result of not only an increase in population but 
the change in character of our population. Will this younger 
group, which will dominate our population in the late Sixties, still 
be interested in color appliances, colorful automobiles and more 
colorful homes? To what extent will we as individual manufactur- 
ers be able to share in this six-hundred-billion dollars national 
product and four-hundred-and-fifty billion expendable income? I 
make no pretext of being prophetic, but I feel quite sure of one 
thing—unless, by some ineptness in the diplomacy of our leaders 
in World affairs, we destroy ourselves and civilization in an at- 
omic war, we will be living in a constantly expanding economy and 
the new generation’s wants, needs and tastes will, like the past, far 
outstrip anything we have known up to now. 

The American appreciation of the fine things of life and our in- 
tense interest in a more colorful existence will continue to pro- 
vide a huge market. There will be colorful automobiles, with 
harmonizing interior and exterior color schemes. There will be 
an increasing variety of colors available for all of the things that 
go into our home—and, naturally, our industry will play its part. 

No matter how much market research we do—and how our ex- 
perts assemble the facts~—and whether we business executives de- 
velope ulcers trying to keep ahead of our competitors or trying to 
catch up with new marketing methods, it’s a cinch that ideas will 
continue to dominate every phase of our marketing. Inspired, 
imaginative people, who are able to develop new ideas will provide 
the necessary leadership to keep our economy out in front of the 
entire world regardless of what Brother Khrushchev says about 
outstripping us. 


1. Charles H. Brower, Dun’s Review and Modern Industry, November, 1958. 


3. “MARKETING IMPLICATIONS 
OF THE JET AGE” 
Robert E. Johnson* 


ODAY you can leave Chicago at 12 noon, fly nonstop to Los 

Angeles in a Douglas DC-7, and arrive there at 4:20 p.m. 
Coast Time. Next year you will be able to leave Chicago at 12 
noon in a Douglas DC-8 and reach Los Angeles at 2:10 p.m. Coast 
Time. The difference is the result of transition from piston to jet 
power, a difference so dramatic that U.S. News and World Report 
recently designated the Age of Jet as one of a dozen major social 
and economic revolutions to take place in the United States which 
will profoundly influence our lives during the coming decade. 

There are several such major differences as the airlines move 
across the threshold of this new era of air transportation. These 
four will have considerable influence upon the future air travel 
market: 

Speed - Speed that increases cruising averages from 365 to 
575 miles per hour, and represents the greatest speed improve- 
ment in the history of the air transport industry. 

Size - The DC-8 is twice as large as the DC-7, carries twice 
as many passengers, weighs more than twice as much, It repre- 
sents the greatest size increase in the post-war period. 

Passenger Appeal - In addition to greater speed, the jets will 
be appreciably quieter and free from vibration, which will make 
air travel even more attractive to the public. 

Productivity - Combining the increases in speed and size, one 
DC-8 will do the work of the equivalent of more than three DC-7s., 
United Air Lines will place 40 DC-8s into operations between 
September, 1959, and the close of 1961, along with a fleet of short- 
er range Boeing 720 jet aircraft, so it is already evident that the 
marketing implications of the Jet Age are deep and significant. 

Prior to its commitments for DC-8 jet aircraft in October, 
1955, United had not only made exhaustive technical evaluations of 
jet aircraft and power plants, but also careful and thorough mar- 
ket projections up to 1965. Our economic research specialists 
foresaw that the airline industry’s total of 25 billion revenue 


*Mr. Johnson is Senior Vice President Sales and Public Relations of United 
Air Lines. 
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passenger miles in 1957 would increase to 45 billion revenue 
passenger miles in 1965, and their forecast was more conserva- 
tive than those of the Civil Aeronautics Authority, the New York 
Port Authority and others. If this forecast materializes, and at 
this point it appears feasible of accomplishment, this means that 
80 million passengers will be carried by the U.S. scheduled air- 
lines in 1965. 

By comparison, 40 million passengers made trips on the 1,500 
transport planes of the 45 scheduled trunk and local service air- 
lines of the United States during 1957. 

While this represents a great deal of air traffic - some 55 per 
cent of the total free world air travel during the year - there are 
two basic facts concerning this 1957 record which are causing 
deep concern and focussing attention upon the marketing problem 
confronting the air transport industry. These facts are: 

First, about another 25 million passengers theoretically could 
have been accommodated on the 1957 schedules without any addi- 
tional flying. The scheduled airlines operated during 1957 with a 
combined average load factor of 61.5 per cent; meaning that half 
again as many airline seats were offered for sale as the traveling 
public actually purchased. Practically, the accomplishment of an 
overall load factor higher than a range of from 60 to 65 per cent 
is not feasible for various reasons, the most important of which is 
that the public wishes to travel on schedules timed to suit its con- 
venience, and there is so much airline competition today that a 
traveler seldom if ever finds it necessary tomake use of less con- 
veniently timed schedules which the airlines must operate toa 
certain extent. The fact does remain that many more airline seats 
were offered for sale than were sold. 

Second, the 40 million passengers carried by the airlines do 
not represent 40 million different people. No one knows for a 
certainty how many different individuals actually traveled on the 
scheduled airlines during 1957, but a reasonably good estimate 
would be approximately 12 million. For one thing, round trip 
travelers are counted twice, and for another, a person who makes 
three stopovers on a single itinerary is considered to be three 
passengers, Also, business travelers make more than one trip 
annually, some as many as twelve and more, so that one individual 
may actually represent twelve or more air passengers during 
1958. 

When these two fundamental facts are recognized by observers 
of air transportation, some of whom have been responsible for 
helping to create the first problem, they rush to podiums across 
the country and demand that the airlines do something to get more 
people to fly, and do so quickly, overnight if possible. 
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Here are some of the things they are saying: 

“The great jets will be operating in numbers by the end of next 
year, and there will be far more seats to sell than today.’’ 

The airlines themselves recognized this in 1955 when trunk 
carriers began to place firm orders for sufficient jet aircraft to 
serve adequately their 1960-1961 markets on the basis of the 
route structures and their competitive participation at that time. 
Despite this, the Civil Aeronautics Board substantially increased 
competitive routes, and the newly certificated airlines ordered 
jets to add more capacity. 

The vocal airline observers also say: 

‘‘The airlines should develop new and aggressive merchandis- 
ing programs instead of competing with each other over a limited 
number of business and plesure travelers.’’ 

The airlines have actually performed an outstanding job in 
merchandising and their record speaks for itself - 5,000 passeng- 
ers carried in 1927 by the scheduled airlines of the United States; 
40 million passengers three decades later. Today the airlines are 
unquestionably the major form of long-haul passenger transporta- 
tion in the country, a record of public acceptance which bespeaks 
first and foremost an outstanding quality of service, but effective 
sales and promotional techniques as well. 

In service, the fundamental philosophy of the airlines from their 
inception was to please the customer, and in the case of United 
Air Lines this philosophy has been fostered down through the 
years. As just one example of quality of service, United Air Lines 
conceived the idea of air stewardesses in 1930 and placed eight 
young ladies on its transcontinental flights as an experiment. To- 
day there are over 8,000 stewardesses on the airlines of the world, 
and they symbolize a type of travel service the public likes, and 
uses. 

And in merchandising, there have been many ideas which the 
airlines have established to generate more traffic and develop 
new markets. For instance, the Family Plan proved most useful 
in eliminating weekly traffic fluctuations, and more important, 
helped to introduce many women travelers to air. There have been 
many such examples in airline merchandising. 

There is no question that the airlines will continue to main- 
tain - and to increase - their aggressive efforts to expand their 
markets as they enter upon the jet age. 

Finally, the observers keep saying this: 

‘‘The airlines have barely scratched the surface of their poten- 
tial market, and what they need to do is get the masses to fly. Out 
of 175 million people, only 12 million flew in 1958. Do something, 
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do almost anything, in fact - particularly cut fares and keep cut- 
ting them - to get the masses to fly.’’ 

Here we encounter the most frustrating, the greatest area of 
misunderstanding, and it reaches into the heart of the airline 
marketing problem which has been and continues to be a matter of 
prime interest and concern to airline managements and to their 
sales organizations. Some general observations and some speci- 
fic points on market characteristics are needed here to provide a 
frame of reference for our discussion of the marketing implica- 
tions of the jet age. 

1. Not every person wants to go someplace, and even if he can 
be influenced to want to go someplace, preferable quite distant, he 
may not be able to afford to make the trip. 

N. W. Ayer & Son, advertising counsellor to United Air Lines, 
furnishes this ‘‘yardstick’’ to measure a potential air travel cus- 
tomer: He must have the desire and/or the need, to make a trip, 
and he must also have the means. Now let us just take the one 
hundred seventy-five million U.S. population that some people are 
extremely anxious to get into the air right away, and apply this 
yardstick. One-third of the family units in the country are report- 
ed to have incomes of $4,000 or less per year, and two-thirds of 
all family units are said to have incomes of $6,000 or less. When 
one considers the present costs of housing, food, clothing and 
other living requirements, it is apparent that the means to under- 
take air trips are lacking among the majority of people for all 
pratical purposes. Now if the head of a family spends all his in- 
come on necessities of living, reduction of current airline fares 
will not in itself make him an air travel prospect. 

In similar fashion it is possible to deal with various segments 
of our population - on an income basis, by occupations, by other 
categories, and to determine that the majority of the 175 million 
people in this country do not now constitutea market for air trans- 
portation. It is also true that while some of this majority can and 
will be converted to air travel, this will be both expensive and 
slow. 

2. The automobile travel market is very large, but it does not 
constitute a ready source of new air travelers. Automobile travel 
accounts for 89.5 per cent of all inter-city travel, and the common 
carriers divide the balance among air at 4 per cent, rail at 4 per 
cent, and bus at 2.5 per cent. While on the surface it would seem 
that automobile traffic does offer a fertile opportunity for conver- 
sion to air, a little exploration of the subject tends to cool any 
strong enthusiasm in this direction. 

For one thing, the average distance of an “inter-city’’ 
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automobile trip is less than 100 miles. By comparison, the aver- 
age length of a United Air Lines passenger trip is about 700 miles. 
Thus it becomes immediately evident that while statistically the 
automobile may carry 9 out of every 10 inter-city travelers, 
practically speaking the majority of these travelers would not 
consider air travel because their trips are too short and the auto- 
mobile too convenient. 

Some particularly illuminating information has just been ob- 
tained from a survey conducted by the government. A ‘‘trip’’ is 
defined: ‘‘Whenever a person from a household was out of town 
overnight or went to a place that was at least 100 miles away from 
home.’’ 

In 1957 there were 231 million such round trips - 


19% of them were taken for business reasons 
81% of them were taken for personal reasons 
87% of them were taken by automobile 
2% of them were taken by bus 
4% of them were taken by rail 
3% of them were taken by air 
4% of them were taken by combinations of the above. 


Thus, only 9 per cent of all trips were taken by common carrier. 
Superficially, it would appear that the opportunities to divert auto- 
mobile travel to air are almost unlimited. Let’s examine this 
premise in greater detail, and in light of the fact that for the most 
part jet flights will exceed 500 miles for some time to come. 

The survey shows us that the gross figures are deceiving. 
Here is the percentage distribution of trips by distance traveled. 


69% of all trips are under 200 miles 

88% of all trips are under 500 miles 

10% of all trips are over 500 miles 
2% of all trips are outside the U.S. 


What concerns us, then, is the 10 per cent over 500 miles. The 
facts are that while trips of over 500 miles account for 10 per cent 
of all trips, they only account for some 6 per cent of all trips by 
automobile, and only 6 per cent of all trips by bus. 

These figures reinforce our belief that automobile travel fac- 
tors such as convenience and flexibility, particularly of group 
automobile travel, are too potent to be susceptible to major modi- 
fication. There is strong support for this view in a recent Univer- 
sity of Michigan study which demonstrated that group travel by 
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car is at least four times as common as group travel by air, and 
that ‘‘convenience’’ is given by more than half of the people as the 
reason for traveling by car. 

Another factor with respect to automobile travel recently 
brought out by Dr. Paul Cherington of the Harvard Business School 
in a special study of aviation for the White House had to do with 
cost. Cherington said, ‘‘Because of the high fixed cost of auto- 
mobile ownership, auto traffic may well prove hard to divert.’’ 
Furthermore, the acceleration of the new toll roads and freeways 
in all areas of the nation will make diversion from auto to air 
even more difficult. 

In the final analysis, however, the real obstacle in the path of 
this market approach is represented by the example of the travel- 
er who can (or will be able shortly) to drive from Chicago to 
Milwaukee on high speed toll roads in appreciably less time than 
would be required to go to the airport at Chicago, fly to the Mil- 
waukee airport, and then get to downtown Milwaukee. He is nota 
good air travel prospect for this trip, and such a trip is repre- 
sentative of the average inter-city automobile traveler. 

3. Bus travel is an important segment of inter-city travel, as 
pointed out before, but it is similar to the automobile in trip 
length. The average bus trip is 65 miles, and it becomes immedi- 
ately clear that this does not represent a good potential for air 
travel. Beyond this, another factor is cost—with bus transporta- 
tion currently averaging 2 cents per mile. The airlines are in no 
position to even consider rates competitive with bus for that minor 
portion of bus travel which is of medium and long trip length. 

To what markets then will the airlines go to accomplish the 
objective of doubling their 1957 volumes by 1965? 

A. Expand Present Market. There has been and will continue 
to be expansion of the present market as air travelers tend to 
make increasing use of the speed and convenience and economy of 
air transportation, The first flighter becomes a regular traveler, 
and the regular traveler increases the frequency of his trips. The 
businessman extends the scope of his activity, and sees that his 
organization does the same, as he finds that air travel enables 
him to increase his own effectiveness. 

Each time the airlines have introduced a materially faster 
aircraft into service, this normal expansion of the existing market 
has accelerated. The jet brings about the greatest advance in 
speed ever initiated, almost doubling the present-day piston 
speeds. This will undoubtedly bring about a marked acceleration 
in this area of growth. 

B. Penetrate Rail Market Further. liven with the substantial 
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penetration of the long-haul rail passenger market already ac- 
complished by the airlines, there is still an important long- and 
medium-haul market presently being served by the rails which is 
available to air. 

Again, the remarkable advance in speed represented by the jet 
will enable the airlines to quicken their progress in capturing this 
remaining share of the medium- and long-haul common carrier 
market. 

C. Generate New Traffic. Here, with the support of new and 
aggressive sales and promotional programs surrounding the great 
new jet fleets, the airlines can and will generate new travel where 
none existed before, by means of the following: 

1. Creating a desire for travel among those who have the 
means to take trips but who are not yet ‘‘travel-minded.’’ N. W. 
Ayer’s marketing specialists point out that research experts such 
as Roper, Martineau and others indicate that the fact of being 
travel-minded is characteristic of only a limited share of the 
population. This is a valid source of additional air traffic, but it 
will be slow of development. In his report to the White House, Dr. 
Cherington emphasized that ‘‘newly generated traffic will require 
changed personal expenditure patterns, which are typically slow 
in taking place.’’ 

2. Obtaining some traffic from. that part of the present auto- 
mobile market which is medium- and long-haul in character. 
While the new tollways make long-distance automobile travel more 
convenient, they materially increase the cost. The average toll- 
road cost approximates 2 cents per mile, which must be added to 
the direct and indirect cost of auto travel. The airlines do have a 
limited opportunity in this market area, but it will take a great 
deal of time and effort to accomplish any material progress. The 
availability of rental cars at airports is a useful tool in approach- 
ing this market. 

3. Benefiting from the growth as well as shift in population. 
It should follow that the greater the number of people in the United 
States, the greater number of potential air travelers. However, 
any enthusiasm over the heavier gains in population being record- 
ed than were forecasted must be tempered by the use of N, W. 
Ayer’s yardstick of ‘‘desire and/or need, and means.’’ Mere 
numbers of people, without these qualifying factors, are not signi- 
ficant in themselves. 

In summary, the marketing challenge of the Jet Age is indeed 
great, but it can be successfully met if there is a clear under- 
standing of the true market potentials and if proper attention and 
effort are focussed upon them. From the segments of the market 
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outlined above, the projected increases in air travel can be met 
assuming proper merchandising on the part of airline management, 
and hard, diligent work on the part of airline sales organizations. 

There has been excessive competition established on many of 
the air route segments during the past few years, and this has re- 
sulted in more capacity than current demand. As a consequence, 
there will unquestionably be efforts to open up new market seg- 
ments overnight by cut-rate tariff filings and trick merchandising 
schemes, but it is doubtful indeed if such approaches can material- 
ly change the basic characteristics of the airline market. Cer- 
tainly they cannot effectively serve as substitutes for intelligent 
market analysis and aggressive, creative, purposeful market de- 
velopment. 

With such a broad and consistent program liberally flavored 
with imaginative ideas, the airlines can and will achieve sub- 
stantial goals in the coming age of jet flight. 


Part Two 


MARKETING 
MANAGEMENT 


ashaaa 


I. MARKETING POLICY, PLANNING 
AND STRATEGY 


A. Planned Obsolescence as a Marketing 
and Economic Policy 


4. “THE SETTING: THE ISSUES INVOLVED” 


Gerald B. Tallman* 


HE words “planned obsolescence’’ appear to have sufficient 

emotional content that they generate a bit of fire in response, 
even before definition. Response from people thinking in the 
framework of consumers shows they clearly sense something un- 
favorable to their interest. I have discussed the phrase with man- 
ufacturers, and seem to touch an area of decided sensitivity. 
Clearly the phrase carries connotations of something undesirable 
and unfair. I assume that part of our problem is to determine 
whether or not this is warranted, 

On the other hand, planned obsolescence cannot be completely 
bad since I presume the purpose of this conference is a planned 
one to accomplish the obsolescence of some information and view- 
points which you and I have held. If we do not approve such ob- 
solescence the simplest way to have prevented it would have been 
to have stayed away. This is also frequently true in the market 
place. 

The word obsolescence is apparently derived from the Latin 
verb, obsolescere, ‘‘to wear out, fall into disuse.’’ It is further 
defined as ‘‘gone out of use, as a word, a style, a discarded fash- 
ion.’’ The word planned suggests the purposeful arrangement of 
steps for the attainment of some object, scheme, method or de- 
sign. Putting this in terms more specific to marketing, I will sug- 
gest that planned obsolescence is ‘‘a purposeful program of ven- 
dors to shorten the time span or number of performances over 
which a product (or service or even a way of life) continues to 
satisfy customers—thus presumably encouraging an early purchase 
for replacement.”’ 

Let us keep this replacement element clearly in mind. Without 
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it, ‘‘planned obsolescence,’’ whatever its definition, would have 
little attractiveness to the planner. The user of the obsolescent 
product must face the end of its acceptable usefulness with a 
friendly feeling toward the manufacturer and the product—or he 
may exercise his free choice to withdraw further patronage. My 
memory of the fragility of one model of a 1946 automobile is still 
so vivid that I consider it most unlikely that I will again purchase 
one of the same brand. This remains true even though I recognize 
that the lack of durability in this product was the result of the 
manufacturer’s effort to reduce weight. This weight reduction was 
presumably part of a plan on the part of the manufacturer to 
achieve for me, the user, a combination of better performance and 
economy in operation. Unfortunately, some of the engineering 
choices made in the design of that particular automobile were er- 
roneous. The result was a customer who having first been made 
very happy with the product, was subsequently inconvenienced and 
permanently lost to this vendor, It is difficult for me to believe 
that obsolescence of this particular automobile was _ planned. 
Rather I think it was the absence of adequate planning and testing 
which caused the trouble. 

It is always possible that the acceptable use life of a product 
may be shortened by ineptness of the manufacturer in the choice of 
materials or methods of fabrication; but this common fault of 
products, however wasteful, is not planned obsolescence. 

Perhaps the term planned obsolescence implies that at the time 
of design and manufacture, the producer has rather specific knowl- 
edge of the ways in which the product’s period of acceptable use- 
fulness will be terminated. Does it also imply that he so designs 
the product as to hasten this termination by a choice of less dura- 
ble materials or methods of fabrication over other better ones 
equally available and no more costly to him? I doubt that in our 
highly competitive economy this type of malicious product life 
shortening is common—or very rewarding to its practitioners. It 
is possible that a producer might withhold fully developed attrac- 
tive features whose present absence and subsequent introduction 
may be used to encourage an earlier replacement of the product 
than would have occurred had he produced the most useful and at- 
tractive product that he knew how to—taking into account the many 
compromises between cost, quality and features that are a part of 
any product decision. In the absence of a very comfortable lead 
over competitors, exercise of this choice may be very risky. 

It seems more reasonable to assume that the producer makes 
the most advanced product practical (according to his circum- 
stances and knowledge) and then hastens to develop still more 
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advanced products which will so intrigue consumers that the old 
product will be replaced before it is worn out. Perhaps it is the 
kind of bait that is used to so intrigue consumers that is really 
germaine to the unfavorable connotations which seem to be asso- 
ciated with the phrase, planned obsolescence. 

The words ‘‘acceptable usefulness’’ may be helpful in indicat- 
ing the combination of subjective and objective appraisals which 
define the life span of a product. It may also be helpful to con- 
sider for a moment the basic question of why people do in fact buy 
specific products or services or adopt particular living patterns 
whose fulfillment is enhanced by these products or services. Fun- 
damentally we buy products or services to satisfy some want, to 
achieve some positive functioning such as comfort or enjoyment, 
or to avoid some negative experience, such as pain or boredom. 
For most people in this country the standard of living is too far 
removed from the bare necessities of life for the word ‘‘necessi- 
ties’’ to have much meaning as a specific determinant in the selec- 
tion among alternative purchases. We do require nourishment and 
in this climate we require both clothing and shelter but our actual 
expenditures for these common examples of ‘‘necessities’’ are 
largely determined by some elaboration far beyond the bare nec- 
essity level. We do not always seek maximum food value per dol- 
lar nor maximum insulating economy in clothing or shelter. 

Perhaps I can illustrate this by one purchase which my wife 
enjoyed. The purchase was of a bottle of perfume. The odor was 
one which she tested and found acceptable, but I am sure the con- 
trolling factor in the selection of this particular product was its 
advertisement as ‘‘the most expensive perfume in the world.’’ The 
purchase was made, however, in what we believe to be the lowest 
priced retail market in the world for such a product, in the little 
country of Andorra, conveniently located for smuggling between 
France and Spain. You may ask, ‘‘What heights of irrationality is 
it possible to achieve?’’ but I would maintain that in perspective 
this was a highly rational purchase if you will consider the nature 
of the satisfactions sought in the purchase of any perfume at all. 
Now having suggested some subjectivity in the rationale of con- 
sumer expenditures, let us return more directly to the question of 
planned obsolescence. 

The quality of obsolescence or that of no longer having accept- 
able usefulness, may stem from one of three qualities. 


1. The first of these is the physical incapacity of the 
product to continue performance of the service or func- 
tion for which it was presumably created—assuming that 
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when it was first created it would in fact perform the 
function. Its deterioration from this condition may have 
been due to breakage, wear, rot or corrosion, 

2. A second kind of obsolescence stems from the new 
availability of other and presumably better means of per- 
forming the function for which the old product was de- 
signed. This is the meaning probably most commonly 
given to the term in industry. 

3. There may also have been a change in the user’s 
concepts of acceptable appearance. This aspect of ob- 
solescence is obviously important with regard to such 
products aS women’s apparel and you recognize its im- 
pact on many other products—furniture, automobiles, 
houses, and even of men’s apparel to name but a few. 


The presence of any one of these three circumstances, physical 
deterioration, the new availability of better ways of performing the 
function, or changed notions in acceptability of appearance may 
cause a product to be obsolete and encourage the substitution of a 
replacement product. 

Let us consider some of the factors which determine the rate 
of transition of a product from acceptability to non-acceptability. 


Physical Wear or Deterioration 


For most products the producer has available a wide 
range of choices as to materials, design and method of 
fabrication which in combination can provide substantial 
differences as to the durability of the product against the 
wear and tear of usage and its resistance to deterioration 
—as from corrosion. These same choices may have a 
bearing on cost, upon appearance, upon portability, or 
ease of use and upon the adequacy with which the product 
performs its primary function. No single choice is likely 
to maximize all of the desirable elements and minimize 
all the negatives. Rather some optimizing compromise is 
desirable. 

In the case of the automobile it is entirely possible 
that some substitution of heavier gauge metals might add 
to durability but possibly with attendant higher production 
costs and less good performance in acceleration, in gas 
consumption, and possibly in riding qualities of the auto- 
mobile. A motor designed for lower performance in re- 
lation to its weight might well achieve durability at the 
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cost of sacrificing other qualities on which the consumer 
may place a higher value. 

Not all in-built lack of durability is the result of 
complicated choices among incompatible characteristics. 
Some products are simply poorly made and use inadequate 
materials solely to the benefit of the manufacturer’s ini- 
tial production cost, uncomplicated by a balancing of 
other conditions of performance. I would assume that the 
ability of some manufacturers to fool some consumers by 
selling to them products unlikely to give the service 
promised, is not a sufficiently complicated issue to war- 
rant our attention here. Taken in this form, it is a fairly 
clear case of wrong versus right. Not so easily categor- 
ized is the choice which a manufacturer and his custom- 
ers must make as to how much quality is optimum. Some 
products, by their nature, are desired to have a short 
life. If any of you don a crazy hat this New Year’s Eve, 
your sober reflections of the morning after may not in- 
volve much concern over the hat’s durability. 

In the purchase of most products, the consumer is of- 
fered a choice between products of higher durability and 
lower durability and frequently makes that choice in a 
manner to minimize the initial expenditure while con- 
sciously accepting the risk of an earlier need of replace- 
ment. If the period during which we have need for a prod- 
uct is expected to be short~—or if its expectancy of 
of acceptability in style or method of functional perform- 
ance is short—durability may be sacrificed to achieve 
low cost to the advantage of the buyer. 

In the limited literature about planned obsolescence, 
I find several references to razor blades with the impli- 
cation that manufacturers purposefully design them to 
give only a limited number of satisfactory shaves. I have 
discussed this particular example with a possibly biased, 
but certainly well-informed source, namely the president 
of a leading blade manufacturing company. This company 
is in active competition with several other manufacturers 
‘whose products can be readily substituted for its own, 
This president stated that their goal is to achieve an opti- 
mum balance between blade sharpness, durability and 
cost. It is their experience that the hardest steel can be 
honed to the sharpest edge and will give the most satis- 
factory shave. Because the amount of steel involved is 
small, they find it no serious hardship to pay a high price 
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per pound to secure this quality of hardness on a uniform 
basis. These hardest blades are of carbon steel which 
rusts quickly. By and large these blades eventually 
achieve unacceptability in usefulness by losing their 
sharpness through corrosion at the cutting edge. 

With the availability of various stainless steels, this 
factor of corrosion could be sharply reduced, but it is not 
possible to produce from stainless steel as hard and 
sharp and uniform a cutting edge as can be achieved with 
the carbon steel now used. We see, therefore, that the 
managers of this company have planned obsolescence of 
their product in the sense that they have made a decision 
among alternative materials which has emphasized one 
quality, the sharpness of the new cutting edge, versus 
another quality, that of corrosion resistance. This is 
something quite different from the alleged malicious use 
of a non-durable material solely for the purpose of short- 
ening product life. 

Another example might be drawn from the radio tube 
business. For many years RCA has offered customers a 
choice among tubes having similar transitory performance 
characteristics but differing life span. Much of their 
product is purchased by set manufacturers who in turn 
face intensive price competition in the sale of the fin- 
ished assembled product. RCA finds that most customers 
prefer to pay the lower price for a product with shorter 
life and that the more durable tubes have found their 
principal application in military fields where dependability 
is of the greatest importance, and in certain industrial 
applications where the costs of non-performance and of 
servicing clearly overbalance the higher initial cost of 
the long-life tubes. In this tube illustration the econo- 
mies of scale in production probably further unbalance 
the choice because of the higher costs involved in the 
small scale production of the long life tubes versus the 
scale economies involved in making the shorter life tube. 

Far from promoting planned obsolescence, many 
manufacturers, under the spur of competition, are plan- 
ning and accomplishing a prolongation of product life. 
Tire manufacturers, for instance, are working towards a 
tire which will give 100,000 miles of service with but lit- 
tle likelihood that the owner will replace it before it is 
worn out despite continuing improvements in riding qual- 
ity, appearance and safety. Without continued growth in 


| 
| 


THE SETTING: THE ISSUES INVOLVED 


tire usage this quality improvement policy would signifi- 
cantly reduce the total number of tires sold. 

Even the automobile with its much maligned style 
changes, its higher speeds and greater annual mileage 
shows a persistent trend toward higher average life. The 
average age at time of scrapping has almost doubled in 
the last thirty years. 


Changed Notions of Users as to Appropriate 
Appearance 

This aspect of obsolescence is most apparent in the 
so-called fashion industry and involves that phenomenon 
in which our wives tell us that they ‘‘have absolutely 
nothing to wear’’ despite the crowding of commodious 
closets with dresses which are neither tattered, faded, 
full of moth holes, nor suddenly inappropriate to the size 
and shape of the owner. Though it is true that the clothes 
budget which results from this complaint competes for 
other uses of our money, analysis by the mere male 
seems relatively fruitless. I find that though I often can- 
not distinguish one style from another, my wife seems 
happier, more assured and therefore more beautiful when 
attired in a dress that satisfies her sense of acceptable 
appearance. At the standard of living generally shared by 
the American public at least, this enhancement of self- 
confidence and beauty seems to be the satisfaction for 
which the product is desired and therefore basic to its 
utility. 

It would considerably simplify our appraisal of the 
goodness or badness of planned obsolescence if we could 
clearly distinguish between products on the one hand in 
which the sole emphasis should be on dependable and 
durable performance of an objectively rational function, 
and products on the other hand whose primary usefulness 
is in the satisfaction of more frivolous wants. Perhaps 
the hidden foundations of a building would provide one of 
the pure examples of the former. I am quite unaware of 
any aesthetic pleasures which an occupant of a building 
might get from considering its foundations except in the 
knowledge that they would continue for the life of the 
building to hold it solidly in place. The satisfactions to 
be derived from the upper parts of the building may be at 
least in part dependent upon its conformation to our tran- 
stent notions of acceptable appearance; but I think that all 
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we ask of the foundation is that it be durable and solid for 
its anticipated life. At the other extreme there are prod- 
ucts in which much of the satisfaction in their use is de- 
rived from the fact that they are new and that their ap- 
pearance and method of performance are appropriate to 
current notions of acceptability. A new necktie for the 
man, a new hat for the woman, a new toy for the child, a 
new sales story for the salesman may find in their very 
newness, and departure from the past, the principal rea- 
son for satisfaction in use or ownership. Here obsoles- 
cence might be said to be essential to the very purpose 
of the product. Perhaps here we might have recourse to 
more philosophical concepts concerning the purposes of 
consumption as part of our life pattern. 

I think it will be generally agreed that the vast ma- 
jority of products lie somewhere between these two ex- 
tremes. The satisfactions which we as consumers gain { 
from most products are complex. The automobile is one 
of the most commonly cited examples. Certainly a part 
of the satisfaction which we get from the ownership and 
use of an automobile results from the flexibility, speed, 
comfort and economy which the product provides in serv- 
ing our transportation wishes. Any changes in the product | 
which detract from this aspect of the car’s performance 
are, by this valuation, undesirable. It is generally ac- 
knowledged, however, that the automobile is far more 
than a mode of transportation. In many instances it be- 
comes a quite acceptable means of displaying to the world 
the fact of economic accomplishment and the owner gets a 
very real satisfaction in the knowledge that he is travel- 
ling, and is being seen travelling, in a vehicle which is 
consistent with current concepts of acceptable appear- 
ance. The driver may also gain satisfaction from a sense 
of mastery of great power. We may philosophically ques- 
tion the merit or appropriateness of the standards of val- 
ue which automobile owners satisfy through the latest and 
longest and lowest assemblage of shaped metal; but there 
have been ample demonstrations in the market place that 
consumers do in fact vote with their dollars to satisfy 
these subjective values as well as to acquire dependable 
transportation. The recent growth in acceptance of small- 
er and simpler automobiles may suggest that until these 
cars became generally available the consumer did not, 
in fact, have fully free opportunity of choice, and that he 
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therefore accepted the elaborated Detroit models under 
some degree of coercion. I have not been privy to the 
rather considerable amount of consumer research on this 
subject made in the last several years; butI strongly sus- 
pect that the choice of a smaller and simpler car is not 
wholly based on an overwhelming preference for economy 
in transportation, but rather includes, at least in part, a 
component of subjective satisfaction in being different—in 
this case being different by appearing to choose economy. 
We all recognize numerous instances in which financial 
success and the ability to spend is most acceptably dem- 
onstrated in refraining from conspicuousness inconsump- 
tion, 

If we attempt to identify those who have participated 
most heavily in the purchase of small cars (even exclud- 
ing sports cars) we find that they are not drawn primarily 
from those segments of population in which the pressure 
of limited spending power weighs most heavily. My own 
observation suggests that the purchasers have been most 
heavily concentrated among people who in other aspects 
of their consumption exhibit a strong urge to differentiate 
themselves. 


Changed Technology of Ways of Performing 
A Function 

We live in an age of rapidly developing technology. 
The rate at which this technology can be brought to bear 
on products for industrial or consumer use is subject to 
wide variation depending upon decisions by manufacturers 
and upon the acceptance accorded the new by consumers. 
So long as this technological change continues present 
products will be rendered obsolete by new developments. 
The rate of change is subject to planning and control. It 
involves both decisions as to amount of expenditure which 
should be made to develop the bases for product changes 
and decisions concerning the timing and the extent of 
changes to be incorporated into products as offered in the 
market. Acceptance by consumers is necessary if these 
decisions are to result in profits. Therefore, it behooves 
the planners of obsolescence to direct their efforts and 
expenditures along the lines which will be most acceptable 
to the prospective customers. In the discussion and lit- 
erature concerning planned obsolescence I sense some 
criticism as to the stages of development at which 
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products are solidified and brought to market. There are 
many examples in which early commercial models of a 
new development were rapidly rendered obsolete and re- i 
placed by improvements. An example would be that stage 
of the television industry development in which only very 
small picture tubes were available and in which the early 
purchasers quickly found that had they but waited, they b 
could have subsequently purchased a set with a larger 
picture tube at the same or a lower price. Without these 
early purchasers, the commercial development of the 
television industry would undoubtedly have been markedly 
delayed. Was it desirable that the industry offer to in- 
novating customers the opportunity to buy an early phase 
of the product which the manufacturer, and probably the 
customer as well, knew would soon be supplanted through 
the rapid development of the industry’s technology? 

There is another aspect of products in a changing 
technology about which we hear much criticism. This is 
the alleged rationing of introduction of changes or im- 
provements in a manner that brings to bear at one time | 
only a part of the available betterment and holds back 
other parts for future introduction. Stated in other words, 
this is a program under which a manufacturer designs 
into a product an early obsolescence which could have 
been prevented by the concurrent introduction of other 
improvements already known and proven operable. With- 
out specific access to the research and planning confer- 
ences of specific manufacturers, it is difficult to know 
how frequent is this type of planned obsolescence. We 
can know that at any moment in time a manufacturer has 
before him a whole range of improvement possibilities, 
some of which are fully developed and tested in terms of 
market acceptability, and some of which are at present 
only a most tentative notion and require substantial fur- 
thur development. In the determination of how far along 
these series it is appropriate that a manufacturer should 
go at a given time, before freezing a design and offering 
it to the public, we would need to have information con- \ 
cerning the certainty of his technological information, a 
general understanding of production changeover problems 
and knowledge of the market risks involved in the intro- 
duction of varying degrees of innovation. 

In our time-oriented society we seem to make some 
direct correlation between newness and desirableness. I 
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have noticed that many publishers manage to delay pub- 
lication of a new book until after the new year because of 
a habit which they recognize on the part of potential buy- 
ers to make a judgment partly on the year of publication. 
Some years ago I learned to my surprise that even in the 
publication of high school Latin textbooks, a book was be- 
lieved to have a better change of sales with a later rather 
than an earlier copyright date. 

In seeking an over-all view of factors influencing ob- 
solescence we should also recognize that sometimes with 
no change in product there is a change in the opportunity 
or the desire of potential users to make use of the func- 
tions which a product performs. In part this may be 
planned obsolescence, not through product change but 
through influence exerted on consumer values and activi- 
ties. 


In attempting to arrive at any value judgments concerning the 
desirability of consciously planned obsolescence it is necessary, 
though confusing, to recognize three views which maybe in conflict 
with each other. 


1. The first is the viewpoint of the user seeking sat- 
isfaction at a price. The attempt to maximize this sat- 
isfaction and minimize the sacrifice in gaining this sat- 
isfaction may result in differing views depending upon the 
circumstances of consumers and the nature of satisfac- 
tions sought from the goods. Perhaps the optimum gen- 
eral combination for consumers as such would be one in 
which products were introduced only after having achieved 
some reasonable degree of efficiency in performing the 
functions for which they were designed. Obsolescence, 
which is so largely subjective, could also be reduced by 
some repression of stimulants to dissatisfaction such as 
the publication of news of better, or at least different, 
ways of performing a function and the disquieting infor- 
mation that those with whom we are competing in our 
displays of conspicuous consumption have some new way 
of getting ahead of us, It is disquieting, however, to con- 
sider the effect of such repression on competition and the 
producer’s striving for product betterment. 

In considering the question of whether or not the con- 
sumer will find rapid product changes favorable or an- 
tagonistic to the achievement of his goals we may pose 
several questions. 
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(a) Does the consumer have a relatively free 
choice as between products of greater or lesser 
durability? 

(b) Do competitive offerings provide an adequate 
opportunity to choose between products whose bas- 
ically functional design is less likely to soon appear 
absurd and those which are more devoted to the styles 
of the moment in either function or appearance? 

(c) Does the consumer have adequate information 
to appraise product characteristics as to their suit- 
ability to provide satisfactory performance? 

(d) How well aware is the reasonably alert buyer 
of the acceptable use expectancy of the product? ) 

(e) A fifth and more difficult question is whether 
or not the market forces exert undue influence upon 
consumer’s choice by sweeping him up in some al- 
most compulsive acceptance of new functions to be 
performed or in new ways of performing familiar 
functions, 


I see the whole problem of planned obsolescence as 
involved with our concepts of consumer choice. It is not 
difficult to identify widely accepted criticisms of the ex- 
tent to which our way of life is product-oriented ina 
striving for more and more products without which we 
previously managed to get along quite well. 

2. A second view is that of vendors, whose total bene- 
fits as a group are enhanced if rapid obsolescence does 
increase the total of purchases. Rapid product change 
may also divert competition from that focus on prices 
which businessmen seem to fear because of its self- 
amplifying tendency to spiral. On the other hand, rapid 
product change greatly enhances the risks of product ac- 
ceptability and the forward investments required to keep 
abreast of competition. In products like women’s apparel 
there is little question but that rapid style changes in- 
crease the total of consumer expenditures for the class of 
products; but in a product like the automobile with its 
important second-hand market there is room for serious 
question as to whether total industry sales over a decade 
are much increased by the phenomenon of annual style 
changes, 
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The individual vendor may have little option but to 
follow industry practice with regard to rapidity of product 
change if the aggressors in his industry are finding con- 
sumer acceptance of frequent product modifications. 

3. A third view is that of society as a whole and here 
I believe there is a decided schism. The viewpoint of so- 
ciety in seeking maximum welfare for its members may 
be concerned on the one hand with a reduction in the ef- 
fort which the members of society must expend in order 
to achieve the products which they consume and a maxi- 
mization of the wholesome satisfaction in consumption. 
This aspect of the social view might favor moderation in 
the rate of obsolescence. The other social view is that 
of maintaining a dynamic economy, high employment lev- 
els and levels of profit suitable to stimulate growth in our 
capacity to produce. In these troubled times the merit of 
continually increasing capacity lies not only in our ability 
to produce the products for consumption but also in as- 
suring the availability of production resources to provide 
an adequate supply of materials for our defense in times 
of emergency. From this view a certain amount of churn- 
ing about in the making of products and continual obsoles- 
cence of equipment and methods may be very helpful in 
assuring the availability in time of emergency of resourc- 
es and not only provide continued production of essential 
consumer products but take on the tremendous extra load 
for war material demand, 
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5. “COMPETITIVE ASPECTS OF 
PLANNED OBSOLESCENCE” 


Edward M. Barnet* 


Y subject on this distinguished panel concerns the competitive 
aspects of planned obsolescence. The fact is that today this 
new form of the competitive struggle, competition by innovation, 
deserves a name comparable in elegance to that paradoxical form, 
coined by Edward Chamberlain, in those arresting words, ‘‘mo- 
nopolistic competition;’’ hence I have called this compulsion to 
compete by innovation by the cognomen, ‘‘innovistic competition.’’ 
We have had a series of fashions in competitive forms. We 
have had Adam Smith’s variety in the form of ‘‘perfect competi- 
tion,’’ wherein ‘‘The Invisible Hand,’’ the unrelenting sources of 
supply equated to the resisting forces of demand through price. 
This was based on an atomistic economy where small butcher 
competed with small butcher, where a shoe was a shoe, bread was 
bread, and soap was not ‘‘the skin you love to touch,’’ but simply 
soap. 

Then came the identifying brand. Smith’s assumptions, pred- 
icated on universal knowledge and complete interchangeability of 
competing items, no longer held true. The brand made for differ- 
entiated competition. Historically, branding was started by a 
British king to prevent cheats and swindlers from _ putting out 
shoddy merchandise and hiding behind their anonymity. By mak- 
ing them place an identifying mark on their goods, he could catch 
the one with the adulterated goods and hang him, if need be. 

But, as fate works its curious ways, the mark came to be a 
means of identifying the good craftsman, and consumers began to 
ask for the sword with such-and-such a mark, etc., etc. Brand 
identification was a means by which the consumer could distinguish 
and differentiate one producer’s goods from another’s claiming to 
make as good. ‘To the extent that one can obtain a degree of hyp- 
nosis that one brand is preferable to all others, to the degree that 
one has a segment of the market for one’s own, to that degree one 
has won a monopoly for it. 


*Edward M. Barnet, Professor of Marketing and Director of the Institute 
for Management, Northwestern University. 
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While this is a big help to the consumer who cannot afford to 
be sorting and searching, debating and deciding by herself each 
day, it is a well-known fact that consumer loyalty is fickle indeed. 
So this kind of competition, monopolistic competition, is not 
enough. But it does show how to shift from price competitor to 
competing by many kinds of non-price advantages. 

The Fair-Trade form of competition, which I call ‘‘handicap 
competition,’’ is an ostrich-like device to protect the inefficient 
(requiring high margins) from the efficient operators who do not. 
This is a freezing of price for all retailers at a point high enough 
to insure against initial mark-ups and maintained mark-ups too 
low to cover high operating expenses. It totally disregards the 
concept of the importance of turnover for getting a decent return 
on invested capital. It is obsessed with percentage-of-sales pro- 
tection, while dollars rot on the shelf as people trot by the door to 
the discount house or supermarket. The overt attempt to protect 
competitors rather than competition failed in the first encounter 
with a buyers’ market, and Fair Trade is muchly abandoned. 

One great benefit of Fair Trade, i.e. ‘‘handicap competition,’’ 
was its fostering of competing by all kinds of new non-price con- 
cepts. This is the maternal ancestor on innovistic competition: 
new packaging, new kinds of services, adaptation to consumer 
needs for shopping at night, paying as bothincome and depreciation 
coincided with timed installments. Without price as a weapon for 
maneuver, differentiation of products and methods for their pre- 
sentation, prefabricated cakes, powdered coffee, a whole new se- 
ries of ideas in new combinations had to burst upon the scene be- 
cause the struggle for survival waxes more intense. Innovistic 
competition rears its ugly head to threaten even the most estab- 
lished firms with the unknown, the imminent, the waiting-to-be- 
born new way of doing things. 

Today’s pressures for depreciation on increasingly large unit 
investments of capital and more particularly, today’s accelerating 
rates of obsolescence, force the need for quicker return on capi- 
tal invested. The very success of marketing a product may accel- 
erate its obsolescence; yet because of the threat from mobilized 
research to bring out ever newer technological and design im- 
provements, the pressure to get the goods out in large volume 
quickly is mounting. The need is to ‘unload in time;’’ this shifts 
research emphasis to the market place, so one does not even build 
a factory until the product’s acceptance has some reasonable as- 
surance. Production, thus, begins in the market place; or it 
should. 

Yet, in TIME, November 3, 1958, in the article **Too Many 
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Models,’’ p. 88, we read of ‘‘phony obsolescence’’. . . ‘‘building 


monuments to futility,’’ for—says TIME—it is pseudo-innovation 
and no real improvement for the consumer. 

Even the martini—~Time’s article contends—now has over 57 
varieties—dry, real dry, desiccated, onion, lemon peel, olive, etc. 
with vodka instead of gin. Too much choice causes a ‘‘stalemate 
in the buyer’s mind.’’ A service man has every part except the 
one on your 1955 model. 

From the point of view of the Selling Process, short production 
runs on any one model and much down-time for dies run up costs 
and dilute price advantages. Inventory assortment costs for re- 
tailers soar. Tom McAnn even has 150 styles in men’s shoes in- 
stead of a dozen or so when they started. Add the width and size 
problem to each and the financial investment in assortments sky 
rockets. 

Fords, in all their permutations of color, fabric, power, styling 
and accessories ‘‘Could run at full production for a year and never 
produce two identical cars!’’ 

So what! Nystrom stated decades ago that every purchase is a 
compromise—no one gets what he wants precisely. As a matter of 
fact—based on considerable experience as a department store 
merchandiser—most people do not really know what they want until 
the presentation of an item arouses an awareness of a need. Then, 
the sight of a cup may make some people wish it were left-handed 
or adapted to a moustache, etc. Not since man was expelled from 
the Garden of Eden has he been able merely to reach for an apple 
in order to get it. Someone has had to pick it, sort it, pack it, 
transport it, and artistically present it near his home to minimize 
his waiting too long for an apple. The ‘‘wait-prevenance’”’ princi- 
ple of good merchandising has long been recognizedas time utility. 
The principle of live assortments and varied merchandise has long 
been the struggle between the full-line retailer with shallow stocks 
versus the chain with minimum assortments and depth. 

The demand for obsolescence is not to be considered from the 
point of view of Stuart Chase’s shrieks about ‘‘economic waste’’ 
but more usefully in terms of high level consumption and the 
emerging ‘‘class-mass-market’’ mentioned by David Riesman in 
The Lonely Crowd. We are suffering from a widespread increase 
in disposable income to which merchants are turning with compet- 
itive innovations in night hours, methods of time payment, parking 
lots, suburban shopping centers, etc. 

Another defense of purposeful obsolescence from a marketing 
viewpoint is the recognition that goods should be good but not too 
good. Ecko Products saw this in opening a cutlery factory in the 
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textile center of England. There, unemployed textile workers did 
not know enough to try to make kitchen knives that would last ten 
generations as did the workers in Sheffield. Ecko thus supplies 
the customers of Woolworth’s in England with kitchen knives at a 
shilling a piece, while Sheffield still offers heirlooms in the form 
of kitchen knives at one pound per knife. Who needs a kitchen 
knife that will be passed on to one’s great-great-great-grand- 
children? 

The competitive demand for continued obsolescence and planned 
obsolescence stems from both a physical short life and a psycho- 
logical short life. In the one case it has been accused of bringing 
about induced perishability and in the other case it has been ac- 
cused of bringing about forced-fashion, 

But there is an economic question at stake as to whether people 
need to have a kind of durability built into products that are pri- 
marily based on the desire of the consumer for variety and change. 

This is particularly true in the apparel field and in women’s 
wear more than men’s, But even in the appliance field it is quite 
apparent that one cannot ignore the economic recognition of the 
fact that most of us in the United States today, in this time of 
Keynsian economics, are members of an employee society, where 
our success as earners and maintaining a jobis perhaps more sig- 
nificant than worrying about what real income means in terms of 
thrift~in the sense that led to the sponsoring of early cooperatives 
in Europe. 

Today, people in our employee society need jobs more than low 
prices. It is quite conceivable that obsolescence is one of the 
necessary evils which maintains employment although it makes us 
look as though we enjoy running a rat race. 

In terms of real estate, it is apparent that the obsolescence of 
buildings due to increased intensity of land use is part and parcel 
of construction employment statistics. 

It is pointed out that in terms of razor blades, the lack of 
standardization forces people to be repeat purchasers. Not only 
lack of standardization in types of blades but innovations in types 
of razors themselves necessitates change. Also, it is contended 
that the sharpness and durability of the edge of the blade is far 
less than it might be. 

Heaven knows that nylon hose for women have been so con- 
structed to a degree of sheerness that supposedly is intended to 
flatter women’s need for translucency; it certainly does not satis- 
fy her need for durability, but it is contended that she prefers the 
quality in the sense of sheerness to long life. 

Paul M. Gregors is the author of a most provocative article in 
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the Southern Economic Journal, of July, 1947, ‘fA Theory of Pur- 
poseful Obsolescence.’’ He deals with these kinds of contentions: 
that obsolescence of these sorts is, in fact, an economic waste— 
the making of clothing of limited durability, etc., etc., and sug- 
gests this means that the consumer is being cheated. 

In point of fact, there is a real question of whether this is 
cheating or achieving what the consumer really wants, which is not 
paying for quality that is excessive. Excessive quality makes a 
product last longer than technological or fashion changes make the 
product desirable. 

I think it is very significant to note that the success of Sears, 
Roebuck & Company in the appliance field is based on the avowed 
policy of Mr. T. V. Hauser when he was Vice President in Charge 
of Merchandising, that ‘‘We at Sears,’’ said he, ‘‘will give the cus- 
tomer the best for the money, but not necessarily the best.’’ This 
definition of quality has much to do with the issue of purposeful 
obsolescence. 

To what degree must a product be rendered obsolete to be an 
improvement? Every writer who challenges this seeming demon- 
stration of economic waste always inserts the proviso that real in- 
novation, real technological improvement should not be stopped; 
and yet how does one distinguish between what is called pseudo- 
innovation, and pseudo-perishability, and what is real? 

This in many cases is a matter of taste and gets into the area 
of emotion, and psychological need, and has nothing to do with an 
engineer’s viewpoint as to long life and durability. Anyone who 
has studied the economics of fashion is familiar with the fact that 
in our time people may be bored and people may suffer from an 
acute need for excessive variety. But whether the consumer needs 
variety or not, the fact remains that salespeople themselves be- 
come dull and stale and that a great deal of so-called pseudo- 
obsolescence is designed to keep a sales organization alive with 
something fresh to talk about. 

There is little question but that there is an excessive amount 
of variety in terms of a static industrial society. In terms of in- 
creasing levels of consumption, and greater amounts of disposable 
income, it is a real question of whether we have excessive inno- 
vation or whether we simply do not have enough intelligent utili- 
zation of inventory control procedures to know what kinds of in- 
ventories to carry on sample and what to carry in stock. The 
question that remains with us is posed by the author in the article 
in Time: ‘‘How can we maintain plenty of choice and savings too, 
as long as competition is shifting into the field of innovistic com- 
petition where high fixed overhead costs compel the injection of 
innovation—whether real or pseudo?’’ 
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In an era where the use of the word ‘‘competition’’ connotes so 
many different things to so many different people, when imperfect 
competition and ‘‘handicap’’ competition have been displaced by 
innovistic competition, there is little question that the purposes 
of competition are to obtain a favorable advantage over one’s com- 
petitors by obtaining products of differentiations which justify peo- 
ples’ replacing items already in their home stocks with new items. 

With the compulsion on the manufacturer to convert his fixed 
capital in a limited time, with a constant threat of other techno- 
logical improvements from organized research in the hundreds of 
millions of dollars, there is no question at all as to whether he 
must indulge in this kind of competition. 

If you wish to charge him with an attempt to avoid price com- 
petition, that is a very old accusation which has probably been 
valid for many a century. No competitor has ever contended that 
his article was not better than someone else’s, even if offered at 
the same price. The advantages of being made by a particular 
person, whether it is Mrs. Snyder’s Salad Dressing or Mrs. Sny- 
der’s Catsup, has always been a fact in the market place. Today 
the intensity of this kind of avoidance of price competition has 
forced the injection of a series of novelties in every kind of mer- 
chandise. 

Whether or not this is economic waste is not entirely debatable 
since what is social and economic waste that compels people to 
trade in an automobile that still has thousands of miles of life in it 
because a new model has a new strip of chrome or a new kind of 
ashtray. It is not necessarily to be regarded as waste to society if 
it opens the market to those in lower income groups where they 
have access to used cars that they could not otherwise afford. 
This kind of discussion has raged in the journals for many a year 
and will, no doubt, continue to do so. 

The distinction between real innovation, namely the construc- 
tive, the builder kind of innovation, and the negative kind, the pur- 
poseful obsolescence with implications of falseness conducted by 
the wreckers, is in no way a distinction that holds much validity 
since the wreckers are those who create purposeful obsolescence, 
in fact, pave the way to further experimentation in improvements 
that are really constructive. And whether they are really con- 
structive or only a flash of artistic design, if it enhances the life 
of the owner of the product, who is to Say that this in itself is 
wrong or wasteful? 

The fact is that competition by innovation—a positive view of 
planned obsolescence—is no longer optional. It is a necessity. 
Innovistic competition threatens even the most firmly entrenched 
quasi-monopoly. It is but the newest and most aggressively de- 
fensive fashion in the evolving forms of competition. 


6. QUESTION AND ANSWER SESSION ON 
“PLANNED OBSOLESCENCE” 


Professor D. Maynard Phelps* 


HAIRMAN: Now, with your indulgence, we will sit behind our 
microphones and talk with you from that position. We will try 
to answer your questions. 

As you may have noted, I have been taking some notes during 
these three addresses. If I should try to summarize these talks 
from these notes I would do so very imperfectly indeed. Some 
comments are, nevertheless, in order. By now there should be 
considerable doubt in our minds whether obsolescence is planned 
in the sense that executives decide to make a product which will 
last so long and no longer. I doubt whether it is often purposeful 
to that extent. Product planning means change, product change 
results in obsolescence of existing products in use, and, therefore, 
the term ‘‘planned obsolescence’’ resulting from this process 
should not carry the stigma which apparently it does carry in the 
minds of many people. 

Business concerns are criticized at times because they do not 
engage in planned obsolescence; because, presumably, they delay 
obsolescence, although there are few if any proven cases. These 
are cases in which it is alleged that products or product improve- 
ments are withheld because their introduction would bring about 
substantial losses to someone, perhaps the innovator. At times, 
also, there is criticism because product improvements are put on 
the market too quickly, that is, before they are perfected tech- 
nically, and thus bring with them difficult service problems. The 
conclusion is that it is very difficult for the businessman to be 
wise in the timing of product introduction, either for really new 
products or product improvements. 

Now there are some very difficult problems in this area of 
management. Does the consumer really get what he wants in 
products? I refer not only to product features but to price, timing 
of introduction, ete. By requiring frequent product change, does 
he significantly deplete the availability of the factors of production? 
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Does he get fewer products because he gets more variety in some 
products? Is there effective competition between those concerns 
which do create the new and the varied products and those which 
prefer to manufacture older models? Does the consumer have a 
wide choice in the market? I have never thought that the Volks- 
wagen was a very beautiful car but, apparently, it had certain 
characteristics which certain people wanted, and they had free 
choice. In modern American automobiles potential buyers have 
so much choice of components and style features that they are 
actually confused. No one has to buy about $1,000 worth of ‘‘fea- 
tures’’ to ‘‘equip’’ a basic model in order to get transportation 
but, I presume, they buy them to get the sort of transportation and 
the car appearance which they want. It is in the ‘‘features’’ where 
manufacturers principally compete, and there is competition among 
them. So this whole matter is largely one of competition. 

Now I hope that we will have an active question and answer 
period. The Chair will also permit observations if people in the 
audience wish to speak briefly on our general topic. Who has the 
first question? 

MEMBER: My question is directed to Dr. Barnet. From your 
talk, I have reached the conclusion that the avoidance of price 
competition has led to product differentiation, and this product 
differentiation has led the consumer to a conflict so great that he 
is dissatisfied with the options presented to him. I think the prob- 
lem now is to try to simplify products and reduce this differentia- 
tion. If I am in the market for a car or an electric razor or any 
such article, I don’t care whether it has one or two strips of 
chrome on it—it really doesn’t make any difference. I feel that the 
factor of a product is to demonstrate its utility to the buyer, and 
these little luxury gadgets, this glitter, have no function whatso- 
ever, and I’m afraid this is the state of development we have 
reached at the present time. 

MR. BARNET: I’m not sure whether there is a question in- 
volved in your statement, because it is a declaration of human 
rights. You are entitled to your opinion. On the other hand, I 
think Raymond Lowey would be very unhappy to hear you speak, 
because the role of industrial design and the role of art and es- 
thetics in even such mundane articles as machinery used in a shoe 
factory and designed by United Shoe Machinery, or even the prod- 
ucts of International Harvester, have taken on orange, yellow and 
other esthetic properties, so that the question of design and art in 
industrial goods and consumer goods is a very potent factor today 
in people’s reactions as expressed in terms of purchases. 

Do I misunderstand you? 
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MEMBER: A little, I’m afraid. I am just saying the producer 
has gotten to the point where, to avoid price competition, he wants 
to differentiate his product very much. He is really not giving the 
consumer what he wants. The consumer doesn’t care whether he 
has that much leather piping on his seat covers. He would like it 
a little fancy, but not to an extreme. But the producer, in order to 
make demand less elastic, is doing this, and I feel this is a sacri- 
fice of the consumer. I mean that he is losing out on the potential 
utility that the factors of production could give to him with the 
money spent on these less important factors. 

MR. BARNET: Well, I think this is a rather old argument we 
are having, and probably a well-grounded one. In Riesman’s The 
Lonely Crowd, he advances the thesis that we are approaching a 
class market; that the mass of the population is a lonely crowd of 
sort of displaced persons who have radar in their heads and keep 
looking from left to right to see what their neighbors are doing or 
having, and then they go and buy a power lawn mower, too. But 
there is also the concept of keeping down with the Joneses and 
keeping down in what you purchase. So it could be accepted as a 
tenable thesis that what the American people really want is stand- 
ardization and simplification and ‘‘Let’s get away from all the 
Victorian frills.’’ 

The fact of the matter is that automobile producers in particu- 
lar have been offering the stripped-down car. You could even buy 
a Henry J. at one time. Now you can buy a Plymouth with four 
wheels and a motor; and you can buy one with everything on it in- 
cluding power windows and automatic transmission. This is cater- 
ing to the new class, mass market where you can get low unit costs 
of production on a large scale because there are enough people 
who have these differentiations of tastes and esthetics. And the 
woman increasingly—however rational we as males are—is creep- 
ing into the market place even on major purchases such as auto- 
mobiles. 

I don’t know whether we can ever resolve this question you 
raise. The fact of ‘‘do people buy it’ seems to be the only arbiter 
to the question. 

MEMBER (Ford Motor Company): As you might guess, we 
have a very keen interest in not only the comments of each of the 
three speakers but also in your observation. I’d just like to point 
out, if you look in your closet, that you will find a necktie consid- 
erably wider than the one you are wearing. I happen to know this 
because I just cleaned out my own closet before I came to attend 
the convention, and I reluctantly discarded some wide ties. One of 
them even had pictures of a quarter horse on it, which was my 
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favorite tie, worn on a good many occasions, I threw it in the waste 
basket. Now, I suspect that you would be somewhat reluctant to 
wear the ties that your dad may still have stored away in his closet. 

Now, I think the answers have been pretty well given by the 
speakers here, but the whole automobile business has learned the 
lesson that people want differentiation and change. They have 
learned it the hard way. As Mr. Sonnecken so ably pointed out, the 
resistance in the industry has been on the other side. The produc- 
tion man wants to keep it all the same because he can reduce his 
costs, etc. The comptroller is always looking with a very fishy 
eye at what appear to him to be tremendous expenditures in terms 
of change. And even the salesman and the sales manager are not 
too receptive to change. It has been the customer who has forced 
it on the industry. 

One thing that brought this home to my mind is that we hada 
fifty-year reunion in our little village of Dixboro. Somebody had 
brought a Sears Roebuck catalog of 1905. I was paging through 
this old catalog, which must have been one of the early ones, and 
there were kitchen stoves in the catalog, and there was a wide 
choice of stoves. You would be very much interested, as I was, in 
the fact that the most expensive stove in the catalog was $78.00 
and had just a tremendous amount of chrome on it. It was just 
covered with it. Now, if any of you have had any experience with 
stoves, you know how troublesome this chrome gets, and how much 
cleaning it takes; but the more expensive stove had the most 
chrome. The low-price stove, the one for $34.00, had one chrome 
strip on it that I’m sure didn’t increase its heating utility one bit, 
but it was there. 

I notice that some of the speakers use the words ‘‘recent,’’ 
‘“new,’’ etc. This is not new in human beings. All you have to do 
is read the Bible or any historic account, and you will see the em- 
phasis our whole civilization has given to this differentiation and 
need for esthetic appeal. I think we are wrong in saying this is 
new. Perhaps it is accentuated in our kind of economy, but it is 
not solely a function of it. It is something that has been in human 
beings for a long, long time, and I doubt that a few articles with 
headlines by some of the critics will change human nature very 
much, I urge you to open this Sears Roebuck catalog of around 
1900. It will be a revelation. 

I think even ‘‘the surreys with the fringe on top’’ differed con- 
siderably. There may not have been too much differentiation in the 
height of the surreys, but if you had examined the fringes that went 
around them, I think that there would have been a great deal of 
product differentiation there. 
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MEMBER (W. B. Downer & Company, Advertising Agency): 
My question is to Dr. Barnet. You have hinted that much of planned 
obsolescence or planned progress comes as the result of the con- 
sumer’s need for an increased psychic income. At least, that is 
the way I interpreted it. Would you not say, then, it is not only 
planned obsolescence but demanded obsolescence, and really it is 
not all on the part of the manufacturer? 

MR. BARNET: I think that is true. The consumer is demand- 
ing this kind of novelty. 

I would like to refer again to a book on art which deals with 
this question of how the old images become stale, and the old de- 
signs, not just in terms of sculpture or painting but in terms of 
frying pans and alarm clocks. Our eye loses the response to a 
new flight of imagination after it becomes commonplace, and we 
again need something new. Now, whether this is because of fac- 
tors operating in our particular kind of society, for instance, the 
pace at which we go, or the tensions under which we live, or be- 
cause of some inner need which is profound and deep and perhaps 
calls for the psychiatrist to explain, I don’t know, but the fact is 
that in merchandising it is reflected by constant repeat sales to 
people who already have an adequate inventory of household goods. 
If you go home to your wife, I’m sure she will find something you 
ought to get her a new one of. 

MEMBER (General Electric): If we grant the point that a cer- 
tain amount of periodic product innovation is a good idea, and if 
we even grant for the sake of argument that a new style of auto- 
mobile each year is a good idea, it doesn’t necessarily follow that 
it is better to have a new style of automobile every half year or 
every month or every day. It is something difficult to define, but 
an optimal rate of innovation and new product introduction, and 
this rate of introduction, whether the new car comes out every 
three years or every three months, is not something which is just 
demanded by the customer. There is a more complicated process 
involved, of which technology is certainly a part. 

I would like to have any one of the speakers comment on this; 
to give forth with some ideas as to how one could even visualize 
an optimal rate of product innovation and product obsolescence. 

MR. SONNECKEN: This is a very good question. I alluded 
very briefly to the necessity for an approach which relates the 
fixed costs which are involved, the costs of changing a product, to 
the estimated volume of the product. For instance, you used the 
automobile as an illustration. If new models are good annually, 
why not twice a year? Well, you relate the cost to the annual vol- 
ume. There are certain practical considerations that have been 
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touched on but briefly. Inventory, for example. The automobile 
industry has to drain its entire pipeline every year when the new 
models come out. This is a costly, time-consuming process. For 
example, if one were to guess wrong to the extent of, say, one 
day’s production, in the demand for that model for one year, one 
would be sitting with unusable automobile materials to the amount 
of, let’s say of, perhaps, five million dollars—just components and 
parts, etc., that go into the car. 

On Seventh Avenue, New York, the dress industry could change 
very rapidly except for some merchandising factors such as in- 
ventory. You have the question of markdowns on existing goods. 
There are more than technological problems, as you mentioned. 
So I think the formula would have to be worked out for each in- 
dustry depending on the nature of the product, the nature of its 
distribution, the volume in which that product is sold, and other 
factors which are relevant, and this, perhaps, is where the opera- 
tions and research personnel could be a very great help to us. 

CHAIRMAN PHELPS: The Chair would like to make a com- 
ment on this subject. It could be considered a tribute to the auto- 
mobile industry, in view of the cost of change, the risk involved, 
the possibility of mistakes in design, etc., that new models are 
developed annually. It has been suggested that the time will come, 
in view of these costs, when automobile model changes will be 
made every two or three years instead of every year. 

MR. SONNECKEN: They have been there once, and they may 
get back, but one comment on the risk involved. There is a lot of 
second guessing about certain things that happen after the model 
comes out. Anyone could have foreseen that that model wouldn’t 
have sold, ete. One thing that wasn’t mentioned is this problem of 
time lag. How do you anticipate consumer requirements today for 
three years from now? Some of the experts, I may say on the rec- 
ord, haven’t done so well even after the fact. Even on the ’59 mod- 
els, I have read many comments by experts who were Stating, in 
their judgment, which cars were ‘hot’ and which were not, I have 
since seen some studies of ’?59 models by brand which would indi- 
cate that even the non-industry experts who have looked at these 
products after the fact are making some poor guesses. I think that 
when these cars come in ample supply, that we will have certain 
surprises yet to come. 

MR. TALLMAN: Because we have paid so much attention to 
the automobile, it suggests a certain purposeful rhythm without 
regard to anything except the calendar. I should think the optimum 
rate of model change would depend in part on the stage in tech- 
nical development. When a product is very new, you might have 
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improvements almost from day to day, as rapidly as they can be 
put through the production process. When a product becomes very 
old, as for instance a skillet, there are changes but at a much 
slower pace. 

I think there might also be some difference as to the purpose 
of change, whether it is primarily functional or primarily appear- 
ance. In those things that are primarily functional, the optimum 
might be, if there isn’t the technology to support it, a slower rate 
of change. In women’s hats, I can’t see anything except mer- 
chandising considerations to cause the changes to be any less than 
once a day or once every three minutes. 

MEMBER: How does the smaller manufacturer compete with 
his larger brother in order to maintain his effective competition 
in terms of using planned obsolescence? 

MR. TALLMAN: He may be ina position of following because 
he isn’t on a large enough scale to really make styles. This may 
present a different problem than if he were able to blanket the 
country with a style that would become popular because it was 
widely seen. If the small manufacturer is alertand uses his avail- 
ability to the market and his availability to technical information, 
I do not think that he is seriously handicapped in this particular 
respect; there are other handicaps. 

CHAIRMAN PHELPS: I might note that, at times, the larger 
manufacturers think that they are handicapped in relation to the 
small ones. 

MEMBER: One point that hasn’t been made yet as to the func- 
tion of this dynamic planned obsolescence or changeis the possible 
effect of stabilizing sales on a high level. Professor Barnet men- 
tioned the importance of getting the very highest return on invest- 
ed capital. Well, one of the ways of insuring a high return on in- 
vested capital is to make sure that you have as little unused 
capacity as possible, and that what you do have is utilized toa 
very high degree. 

Now, the point was made that technological change might pos- 
sibly be made slowly, maybe every two or three years, What 
would be the effect of that? Immediately after this major change 
took place, there would be a tremendous demand because a lot of 
people would want to buy this product. There would be a surge in 
demand and then a fall-off. You would have a very uneconomical 
use of planned capacity, sales force, etc. One function that is re- 
alized by a program of regular change is that it is programmed 
into the production and marketing systems in an effort to maintain 
production and sales at as high a level as you can keep stable. 

CHAIRMAN PHELPS: Does anybody wish to comment on this 
comment? It is a very good one, I might note. 
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MR. BARNET: In connection with Whirlpool’s production of 
Kenmore washing machines for Sears, one of the advantages of the 
connection is that the rate of inventory on loading through the re- 
tail stores is reported very rapidly to the manufacturer. If the 
cate of flow appears to be slowing down so that the return on the 
capital investment used for making that particular model appears 
to be dwindling, they are in a better position to change models 
quickly to accelerate obsolescence and bring them outat an earlier 
date to maintain a steady rate of return on invested capital, in- 
stead of holding a line on a buggy whip. 

It seems to me that one of the dangers you raise is that manu- 
facturers in their compulsion to maintain a given rate of return on 
capital may accelerate the rate of production in putting goods on 
the market faster than their industrial designers and testing lab- 
oratories can prove up a new product, that there is a risk in put- 
ting out a new product before it is ready for the market and that it 
may meet with a sour market response. 

But your question does focus attention on the need for watching 
return on capital, on whether it is maximized by a steady flow of 
merchandise or by dropping fast enough and not staying with a dy- 
ing horse. It is a very important question you raise. 

MEMBER (Chrysler): Who was the publisher of Art and Re- 
ality ? 

MR. BARNET: Harper’s. 

CHAIRMAN PHELPS: May we have the author, too? 

MR. BARNET: The deceased Joyce Cary, an Englishman, who 
writes very well in this short book. 


B. New Tools for Decision Making 


7. “QUANTIFYING MOTIVATION RESEARCH 
TO PREDICT CONSUMER BEHAVIOR” 


C. Joseph Clawson* 


ET us begin this discussion not at the beginning, as sensible 

people would, but at the end. My plan is to discuss a number 
of points gradually working up to the final conclusion that some 
day soon we can and should join MR+OR+ EDP, or motivation re- 
search plus operations research plus electronic data processing, 
in forecasting consumer behavior and computing optimum market- 
ing and promotional campaigns. Although some of the techniques 
which would be employed in such a project are highly technical, 
this discussion will be cast entirely on an informal plane. 


The Coming Break—Throughs in Motivation Research 


I would like to repeat here in capsule form some thoughts on 
the break-throughs in motivation research which I think will take 
place soon. Some of these views I first expressed in the May-June 
1958 issue of Cost and Profit Outlook published by Alderson Asso- 
ciates, Inc. Those comments must bear the blame for my being 
invited~or perhaps it was summoned—to come here today and de- 
fend these views before a jury of my peers. 

First of, all, I wish to reaffirm my conviction that motivation 
research (even in the current restricted meaning of the term) rep- 
resents a genuine and major scientific break-through in the field 
of marketing research. However, it is only good so far as it goes, 
and it does not go nearly far enough. The first three break- 
throughs needed in motivation research involve improvements in 
quality. The fourth improvement, to which we will give the most 
consideration today, refers to quantification of motivation re- 
search, After that we can take off toward the Cloud Nine of oper- 
ations research and the electronic processing of motivational 
data. 


*C. Joseph Clawson, Director of Marketing Research and Consulting Serv- 
ices, Facts Consolidated, Los Angeles. 
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1. The first improvement needed in the quality of ‘‘qualitative 
research’’ is that MR must be designed to uncover ALL the types 
of motives which affect purchase of a given product, not just the 
psychological and social motives, and of course not just the eco- 
nomic motives either. Consumers are motivated by social status, 
ego identification, and sex imagery, yes, but they are still moti- 
vated also by cost of upkeep, cost of operation, size of the product 
in relation to storage space available, and so on. These economic 
motives are not ‘“‘phony,’’ nor are they mere superficial rational- 
izations of the ‘‘true’’ motives beneath. 

2. Secondly, a truly well-rounded motivation research plan will 
check ALL the behavioral steps in the ‘‘stairway of motivation’’ 
leading up to and extending beyond the purchase of a product or 
service. There has been far too much emphasis on the motives in- 
volved in using the product, and too little revelation of motives 
connected with earlier functions such as information-gathering, 
store selection, purchase, delivery, storage, and processing, or 
with functions occurring after use, such as complaints and adjust- 
ments, repairs, and disposal of left-overs. 

3. In the third place, true motivation research can and must 
employ a FULL kit-bag of tools, not just projective tests by them- 
selves, and not just unstructured depth probing byitself. The most 
sought-after research firms in the future will, Ithink, provide one- 
stop shopping for research services. They will command the whole 
repertoire of methods including not only projective techniques and 
unstructured depth probing, but time and motion studies of product 
usage, advertising content analysis, the straight attitude survey, 
the consumer clinic, and so on. They will prescribe and use what- 
ever techniques have the greatest bearing on the problem at hand 
and avoid developing a vested interest in any one approach. 

4. Of all the break-throughs required by motivation research, 
the fourth is now the most critical. This is the quantification of 
findings. The most important events which marketing executives 
must explain, predict, and control are quantitative in form. Sales 
volume is anexample. Therefore, the causes of these events must 
also be expressed in quantitative form if they, too, are to be most 
useful. Motives are the leading examples of causes, and provide 
the central focus of the discussion today. 

As I see it, there are only two major developments required 
today to quantify all the motivational and other psychological fac- 
tors in consumer behavior: 


First, improvements are required in the theory or an- 
alytical model depicting the consumer’s decision-and- 
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action process. A model is necessary to guide research- 
ers more efficiently in what things to measure, what 
things not to measure, and how to interpret the meas- 
urements when they have been obtained, 


Second, psychometric methods must be adopted to secure 
quantitative readings on the full range of appropriate mo- 
tives and other influences specified in the analytical mod- 
el. These readings must be obtained in each individual 
interview, rather than merely determining the per cent of 
respondents in the sample who mention an influence. 


These two necessary developments stand in a strategic posi- 
tion. If they can be accomplished, they will provide (shall we say) 
the first- and second-stage rocket engines which will lift motiva- 
tion research off the ground (and I cannot resist adding ‘‘out of the 
gutter’’) and into high-speed flight. The third-stage rocket engine 
is already perfected and assembled, and can provide the final push 
to put motivation research into a permanent orbit. The third stage 
engine is made up of such beautiful components as operations re- 
search, analysis of variance, multiple and partial regression, and 
of course electronic data processing. 

My comments today are therefore mainly concerned with ac- 
complishing the first two stages so that the third-stage engine can 
take over. Indeed, it is remarkable how many of the components 
for the first two are already available and only need to be tested 
and assembled. 


FIRST STAGE: CHOOSING THE TERRAIN 
TO BE MAPPED 


As indicated, the first stage in the needed improvements is an 
adequate theoretical model, or framework, which specifies the 
complex interplay of influences on consumer behavior. This mod- 
el does not have to be perfect before research goes ahead. It can 
develop gradually. I do not pretend to offer today any of the de- 
tails of such a theory, but I willtry to sketch in some broad bound- 
aries showing the territory which must be covered by an adequate 
theoretical model. 

I bring to the discussion three convictions. First, there is no 
simple explanation of consumer behavior. Second, there can never 
be a one-to-one relationship between dollars spent on advertising, 
selling, or other marketing activities and the resulting dollars of 
yevenue which will hold true among different products, in different 
companies, over a long period of time, in different regions of a 
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broad marketing area, or among various social and economic 
groups. Third, the most efficient solution of these complexities 
will not be obtained by collecting a disorderly mishmash of exist- 
ing facts and trying to transmute them from tin data into golden 
correlations by the alchemy of statistics. 


Chain Reactions in Consumer Behavior 


What, then, will go into an orderly and minimal set of theoret- 
ical concepts to interpret consumer behavior and guide research? 
Earlier, it was mentioned that a purchase is only one step, or ac- 
tion, or function—although a crucial one—in a staircase of two- 
dozen problem-solving functions. This step, like every other one, 
is either held in place or loosened by a chain of psychological re- 
actions, 

The accompanying diagram (Fig. 1) shows the links in the chain 
reaction which determines whether a consumer will or will not 
purchase a product. This chain reaction may be regarded as a 
data processing system linked up with action machinery. It starts 
with inputs of information at the left, passes through a decision 
system which handles the information, and emerges at the right as 
an output of behavior. 


Inputs 


Let us look more specifically at the links in this chain reac- 
tion, starting with the first group into which they fall: 

1. Input of Costs. The marketing organization may help start 
the chain reaction by spending some money, aimed at eventually 
producing sales. 

2. Input of Marketing Efforts and Outside Events. The expen- 
diture of money permits the expenditure of marketing efforts. 
Advertisements are run in various media, personal selling argu- 
ments are spoken, product changes are made, prices are set, ar- 
rangements are set up with distribution channels, and many other 
efforts are made as part of the marketing program. This, far 
from incidentally, is the marketing mix or program which is to be 
optimized. 

Marketing efforts are merely potential stimuli or signals which 
are sent out in the direction of consumers, and may or may not 
reach the target or hit it squarely. 

Along with the marketing efforts carried out by a given com- 
pany, other events are taking place outside the company’s imme- 
diate control, but nevertheless profoundly affecting its market. 
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There are two major types of outside events: the first consists of 
the marketing efforts of other companies, associations, or govern- 
ment units; the second consists of non-marketing events such as 
war scares, droughts, elections, births, marriages, deaths, new 
customs, and so on. 


The Decision System 


So marketing efforts and other events bombard the consumer. 
Those signals which get through his outer shell are the ones which 
have a chance of affecting his behavior. The way in which they 
will affect his behavior will depend on how the informational inputs 
are processed through his decision system. This systemis a little 
black box which is filled with so-called ‘‘intervening variables’’ 
which explain why consumers do not exhibit simple, automatic, or 
uniform stimulus-response patterns. 

3. Attention, Understanding, and Memory. The signals become 
actual stimuli or cues for later behavior when (and only when) they 
are adequately perceived. The person must be aware of them, 
must understand them, and must remember them. 

4. Motives Involved. A person’s motives help determine which 
signals or stimuli he will be prepared to perceive, remember, or 
comprehend. On the other hand, the stimuli which actually are no- 
ticed, understood, and remembered have a strong influence on the 
state of his motives. In any case, the person’s motives, whether 
conscious or subconscious, concealed or revealed, are employed 
as criteria to judge the meaning and importance of the signals 
which have been received. 

5. Determining Levels. This is not really a separate link in 
the chain reaction, but refers to the quantitative dimensions of 
every motive. The previous caption referred to the quality or na- 
ture of the motives involved. 

Every motive has several dimensions. Changes in these di- 
mensions determine how much influence the motive will have ona 
particular decision by a given person or category of persons, 

Subjective Status. One of these variables is subjective status 
or the achievement level. This refers to how beautiful, healthy, 
popular, or anything else a person thinks heor she actually is now, 
or more accurately will be without using any of the products under 
consideration. 

Expectations. Another key factor is the status which the per- 
son expects he would actually achieve by choosing and using any 
particular one of the alternative brands, quantities, stores, and so 
on that he is considering. As a result, there will be a separate 
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expectation level on that motive for each combination of brand, 
quantity, store, and time of purchase, since he will estimate that 
some behavioral combinations will satisfy the motive to a greater 
extent than others. 

Moreover, the result which a consumer expects a particular 
choice will give him in satisfying a motive is not a unique level. 
There is a subjective probability distribution involving several 
levels. For instance, there may be a slight probability of a small 
improvement, a tremendous probability of a moderate improve- 
ment, and again a small probability of a very great improvement. 

Valuations. Somewhat more stable than subjective status and 
expectation levels are the consumer’s valuation levels. They in- 
dicate how desirable or important all the different possible status- 
es or achievement levels appear to be. The curve traced out by 
the valuations of different positions is somewhat related to the 
total utility curve of economic theory, but is not identical. 

Self-Other Dimensions. The consumer not only sets standards 
or ideals for his own behavior and makes judgments as to his 
present and future status, he also recognizes that other people set 
standards for him and make judgments as to how well or how badly 
he lives up to these standards. Likewise, the consumer sets 
standards for the satisfactions of others, and he makes judgments 
as to how they are or should be behaving, and how they will be af- 
fected by his purchases or their purchases. Consequently, every 
motive that is appropriate to a particular producthas several self- 
other dimensions which reflect the social pressures of family 
members and others on the decision-maker. 

6. Valences of Motives. The strength with which a particular 
motive influences any consumer at a particular time in making a 
given decision is governed by determining levels. This strength is 
known as the valence of the motive. It corresponds roughly to 
what economists call marginal utility, but it is not identical. Some 
of the many methods for measuring these valences will be dis- 
cussed later. 

7. Total Attraction and Total Resistance. Since numerous mo- 
tives are appropriate to the purchase of any product, some having 
a favorable effect and others an unfavorable effect on demand, 
some being powerful and others almost negligible, the combined 
attractiveness of all of the favorable motives needs to be taken into 
account and compared with the combined resistance of all the un- 
favorable motives. It is quite probable that total attraction is not 
a perfectly additive total of the valences of all the positive mo- 
tives, but there is a definite tendency for total attraction to in- 
crease as the number and intensity of favorable motives increases. 
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The same comment applies to the combined effect of unfavorable 
motives, 

One advantage of measuring total attraction to, and total re- 
sistance against, buying a product is that it can show whether un- 
decided prospects are weak in desire or lacking in ability to pur- 
chase. 

8. Net Desirability. The relationship between ¢ofal attraction 
and total resistance to a particular course of behavior will deter- 
mine the net desirability or net valence or realistic preferences 
for that alternative. If attraction is greater than resistance, net 
desirability is positive, and vice versa. 

The information on net desirability is worth having in order to 
determine the consumer’s willingness to buy, taking into account 
not only the benefits of the product but the sacrifices necessary in 
order to buy it, store it, operate it, and so on, 

During a promotional campaign, for instance, net desirability 
measurements can show the rate at which the campaign is chang- 
ing over-all attitudes. It may be doing this very effectively for 
quite some time before the intensities build up to a point where 
they can emerge in the form of an increase in sales. This meas- 
urement functions like an underwater detection device which can 
chart demand changes below the surface before they emerge as 
observable behavior. 

9. Intentions. When we reach the link of intentions, the inputs 
mentioned earlier have worked their way through the consumer’s 
decision system and have been fully interpreted. Presumably that 
course of action with the greatest net desirability is the one on 
which a consumer is most likely to decide to “‘buy.’’ At this point, 
the consumer has established a mental set preparatory to action. 


Outputs of Action 


After the inputs have been processed through the decision sys- 
tem of the consumer (a system which may have both conscious and 
subconscious elements), the result is a set of outputs of observ- 
able behavior. The outputs of behavior may be regarded as the 
action system which is hooked onto the consumer’s decision sys- 
tem. 

10. Output of Consumer Behavior. What the consumer actually 
does in the way of shopping, purchasing, using, and doing in con- 
nection with a product or a service will have a strong, but in some 
cases imperfect, relation to the intentions which he may have ex- 
pressed to an interviewer at an earlier time. He may be unable to 
do what he fully intended to do only a moment before. Or he may 
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change his mind as time goes on and shift his intentions before the 
time for action arrives. Such a change of intentions may be 
brought about by subsequent inputs of marketing efforts by our 
company, new marketing efforts by other firms, anda great variety 
of non-marketing events both inside and outside the consumer. 

As a result, measures of intentions are almost automatically 
wrong whenever they occur well ahead of the behavior contemplat- 
ed where the consumer is a poor judge of what he is able to ac- 
complish, Naturally, after each successive trial and error, the 
consumer will tend to revise his expectations of results and his 
intentions of behavior. 

11. Output of Sales Revenue. Although there are many factors 
in addition to the profitability of a marketing program to be taken 
into account, it is primarily the relationship between the input of 
costs and the output of sales revenue associated with a marketing 
program which determines the optimum marketing mix. To com- 
pute this relationship, we will have to consider both the size and 
nature of each marketing cost, and trace the reverberations of 
this expenditure along the links of different consumers’ reaction 
chains in order to arrive at the probable sales revenue which will 
be produced. 

12. The Role of Proxy Variables. As an addendum to the ‘‘in- 
put-system-output’’ discussion above, we cannot ignore the infor- 
mation so commonly gathered by market researchers relating to 
the consumer’s age, occupation, income, stage in the life cycle, 
race, sex, type of residence, region, city size, family size, etc. 
The term ‘‘proxy variables’’ is beautifully descriptive, for it 
makes clear the fact that few if any of these demographic factors 
are actual clean-cut causal factors, themselves. In most cases 
they provide a composite clue to a number of unspecified influ- 
ences on behavior. 

It is not the mere fact of being twenty-seven years old, for in- 
stance, which directly and uniformly determines how someone will 
behave. It is the fact that in a particular cultural group, people of 
that age are likely to have various needs, wants, and resources 
characteristic of that age. 

As a result, tabulations of market behavior and attitudes broken 
down by demographic factors are more descriptive than they are 
explanatory. The explanations must come from some other source. 

It is unlikely that the foregoing comments on attention, moti- 
vation, and other factors will surprise or stagger the imagination. 
Moreover, the diagram of a chain reaction is not in itself a de- 
cision-and-action model. It may be helpful, however, in sketching 
the boundary lines which separate the factors which do not need to 
be measured from those which must be measured. 
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SECOND STAGE: MEASURING MOTIVATIONS 


So much for the outside boundaries and the territories or links 
within those boundaries. The second stage required to boost con- 
sumer research into orbit involved measuring all the things we 
have discussed. 

Let us dispose first of the links for which satisfactory meas- 
urement techniques have already been developed. Then we can 
narrow our attention to the problem areas. 

Where Measurements Stand Today. Distribution cost analysis 
has done a fine job of securing measurements of costs in various 
categories (link 1), and relating them to efforts such as total num- 
ber of sales calls and advertising message units (link 2). The 
analysis is generally broken down by customer classifications 
(link 12) and compared with sales results among these customer 
types (link 11). 

Sales analysis and correlation techniques have made wide use 
of measurements of such factors as price (link 2), quantity and 
brands purchased (link 10), and the various proxy variables such 
as income, sex, age, and so on (link 12). 

Advertising effectiveness studies seem to be securing reason- 
ably good measurements of the amount of attention, reading, lis- 
tening, viewing, understanding and memory (link 3) produced by 
using specific media and appeals (link 2). In some cases they at- 
tach cost tags (link 1) such as cost per thousand readers, or re- 
late one or more of these links to the sales results (link 10) which 
are associated with these efforts. 

Motivation research has also made enormous contributions and 
we may now be able to determine the nature of all the motives in- 
volved in consumer buying behavior, whether subconscious or con- 
scious, concealed or revealed (link 4). Of course, care must be 
taken to follow the three suggestions for improving the quality of 
such projects as mentioned earlier, to avoid overlooking some of 
the relevant motives. We must also be careful to determine how 
different motives are interrelated in the consumer’s mind. For 
example, in one study of housewives’ motives for sending their 
washing out to professional laundries, it was found that some 
women felt this saved their time, which permitted them to get their 
other housework done, which meant they were doing their duty, 
which in turn strengthened their status in the family. Motives are 
often tied together in networks of this sort. 

There have also been developed highly ingenious measurements 
of consumer behavior in the areas of shopping, purchasing, and 
use patterns (link 10) through devices such as_ buying panels, 
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accompanied shopping tours, shopping movies, store audits, home 
audits, and so on. 

In short, we are ina strong position today in the measurement 
of the first four and the last three links in this chain reaction. 
Measurement of the middle links (from number 5 through 9) how- 
ever, is only in its infancy in marketing research. But it 7s there 
and it has a chance of growing. Just as predictions and market 
planning were improved greatly by measuring attention, under- 
standing, and memory, and again more recently by determining the 
nature of the motives at work, we should be able to strengthen our 
hands enormously once more by measuring the remaining links 
contained in the center of the chain. Conversely, the more links 
we skip, the greater the error. All of these links should, of 
course, be measured in quantitative form. Consider the measure- 
ment of valences. 


Measuring Valences 


Of course, it is helpful and fascinating to know that a certain 
astonishing, exotic, even erotic motive sometimes affects some- 
one somewhat in connection with a product being studied. How- 
ever, it is considerably more helpful to know the per cent of 
respondents mentioning it. 

In one study, for instance, it was found that only nine per cent 
of non-savers described other non-savers ona TAT test as being 
nervous, worried, or neurotic, while forty per cent of savers de- 
scribed non-savers in these terms. If the per cent of both groups 
had been the same, or if the per cent had been unknown, it would 
not have been a significant finding in the sense of differentiating 
between those who save and those who do not. 

An early pioneer in the use of the per-cent-of-mentions method 
in motivation research was Mason Haire, in his instant-coffee 
study. 

Even more useful than the per-cent-of-mentions is the inten- 
sity of motivations. One technique for measuring this which has 
been used is the method-of-motivation ratings. Non-savers were 
asked, for instance, to rate each motive according to how strong 
an attraction or drawback it would be for having a savings account. 
This was done by presenting them with a deck of over sixty cards, 
each containing a statement as to an advantage or disadvantage of 
savings accounts. Examples are as follows: ‘‘I am planning to get 
married, and a good way to save up for it would be with a savings 
account’’; ‘‘Having a savings account would make me feel like a 
respectable, solid citizen’’; and ‘‘Banks make mistakes and I could 
lose money through their errors,’’ 
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The respondents sorted these cards into two piles at the start, 
one pile containing the statements which were entirely true in 
their personal cases and those which were either false or not en- 
tirely true. For instance, if a young woman was not planning to 
get married soon, she would put the first card mentioned above in 
the ‘‘false’’ pile, even though she agreed with the second half of 
the statement that a savings account would be a good place to save 
if she were planning to get married. 

The respondents then took the statements rated ‘‘true’’ and 
placed them at appropriate positions on a rating scale to indicate 
how strongly each motivation influenced them either for or against 
having a savings account. The ratings ranfrom+5 for an extreme- 
ly favorable influence (for saving) down to -5 for an extremely un- 
favorable influence (against saving), with a zero score in the cen- 
ter indicating either that the motive was unimportant or that 
positive and negative feelings were mixed in equal parts. 

Statements were also obtained from all of the non-savers as to 
their intentions or non-intentions to open savings accounts within 
the coming year. Then, for each interview, all of the favorable 
motivation ratings were added and all the unfavorable ratings were 
subtracted. This yielded a net attractiveness score for savings 
accounts, which was plotted against savings intentions. 

It was found that the per cent intending to open an account did 
not increase steadily as the net ratings moved gradually over from 
the negative to the positive side. The per cent intending to open an 
account increased very slowly as the net attractiveness scores in- 
creased up to a certain point, then jumped dramatically to a higher 
level, and beyond that point continued increasing, but at a very 
slow pace again. This suggests that there may be a threshold of 
motivation intensity, with a sharp increase in the number of people 
intending to act in a particular way the moment the net attraction 
exceeds this point by a little, and a sudden decrease in intentions 
to buy the moment the net attraction becomes slightly negative. 

The main point to be made is that since the net valences of the 
motives for each respondent had a rough correlation with his in- 
tentions, they tended to explain or cause these intentions. Here we 
related links 6 and 9 in the chain. 

In another study, anchored ratings were obtained on the val- 
ences of reasons for and against buying different quantities of 
milk. They added up to scores which correlated quite well with 
actual purchases. This project thus obtained measurements on 
links 6 and 10. 
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Measuring the Determining Levels 


Whereas the motive valences indicate how influential each mo- 
tive is relative to the others in a particular decision, the deter- 
mining levels go one step deeper to explain why a motive has the 
amount of influence it does. In doing so, it suggests how the 
strength of the motive may be changed, for it measures the factors 
on which the strength depends. Measurement of the determining 
levels is one of the most important common grounds on which eco- 
nomic, psychological, and sociological concepts can meet. 

There is a vast reservoir of methods currently in use for the 
measurement of present status and expected status of different 
types in both psychology and sociology. Market researchers, of 
course, often measure the consumer’s knowledge of and confidence 
in the product’s want-satisfying qualities. 

In the laundry study we obtained projective measurements of 
women’s present and expected status of different types by having 
them rate both laundry users and automatic washer users as 
housekeepers, wives, and mothers, and on femininity, modernity, 
self-sufficiency, sociability and so on. 

When we turn to intensity measures, which are probably the 
most important and the least used in motivation research, we find 
that psychometric methods for measuring the attractiveness, de- 
sirability, or valuation level for any status are also numerous. 
They include the Thurstone equal-appearing interval scale, the 
Guttman scale, the Likert scale, Bilkey’s thermometer scale, the 
Stephenson Q-sort, Osgood’s semantic differential, and many 
others, 

Some preliminary tests of these psychometric methods which 
have been run in commercial studies show that consumers can 
readily supply these ratings of determining levels and that the rat- 
ings appear to explain at least roughly the valences of the motives. 
Engineers in a major West Coast aircraft company were asked to 
rate eighteen statements about benefits and drawbacks as to how 
true they had expected them to be on the new job, how desirable or 
undesirable they would be if completely true, and how strongly 
these things actually influenced them in accepting employment 
there. These ratings reflected the expectation level, valuation 
level, and valence level, respectively, for each motive. Multiply- 
ing the first two gave a score which corresponded reasonably well 
with the third, and probably helped to explain it in a way which 
was helpful in planning recruitment strategy. 

For example, it showed that these men were only slightly in- 
fluenced by the opportunities for advancement when they decided to 
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accept the job, not because they were dreamers with no ambition 
to advance, but because the company had failed to sell them on the 
idea that good promotional opportunities could be expected there. 
The necessary action is fairly obvious from such findings. 

The intensity measurements mentioned above may be applied 
to the measurement of total attraction, total resistance, and net 
attraction to any alternative. For example, Warren Bilkey’s 
thermometer scale has been effectively used in measuring the 
first two of these intensities, yielding good correlations with later 
purchases of food and automobiles. 


Intentions Measurements 


It will no doubt be necessary to shift over from simple yes-no 
measurements of buying intentions to the degree of subjective 
probability of buying various products, brands, quantities, and 
other alternatives. I believe there is some probability of purchase 
which exists at all times for a product or service in the mind of a 
consumer, varying all the way from zero per cent probability (def- 
initely will not) up to a 100 per cent probability (definitely will). 
Changes in this probability can be plotted through time just asa 
sales chart can be plotted. 

It is helpful to classify prospects by whether they are almost 
certain to buy, fairly certain, on the fence, probably will not buy, 
or definitely will not buy. By learning the media to which they are 
exposed, and the motives which are of concern to them, more ef- 
fective advertising campaigns can be developed. 


THIRD STAGE: MAKING USE OF 
MATHEMATICS AND MACHINERY 


Role of Operations Research 


Our ultimate purpose as marketers is to develop the optimum 
marketing mix or the most profitable combination of activities that 
is humanly possible. This is a little hard to do. There are many, 
many types of marketing efforts, such as pricing, advertising ap- 
peals, store location, type of distribution channels, personal sell- 
ing, packaging, product variations, premiums, and other factors. 
In turn, most of these efforts can be widely varied both in quantity 
and quality. Therefore, the number of possible combinations of 
all these alternative quantities and qualities is huge. Operations 
research is an approach which offers us a chance to optimize the 
marketing mix of many of these factors at one time. 
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There is a further complication. The ideal marketing program 
for one company is not the same as it is for another company, nor 
is it the same all the time. There are too many things which shift 
about between the time of the initial marketing efforts and the time 
of the ultimate receipt of revenue. It is therefore necessary to 
obtain the functional relationships or mathematical formulae tying 
together neighboring links in the chain reaction so that the conse- 
quences of various inputs of money and efforts can be calculated. 
At this point, we will need to draw heavily upon statistical tech- 
niques such as multiple regression, analysis of variance, and fac- 
tor analysis. 

We will also expect a considerable amount of guidance from 
Operations Research as to what should and what should not be done 
along these lines in order to develop the information with which 
they will need to work. It is therefore much too early to get into 
details about OR procedures now. At least we can be sure that 
ordinary figuring will not suffice. 


Role of E.D.P. 


It would also be a little premature to discuss electronic data 
processing methods in any detail as they may apply to the motiva- 
tional model which we have been sketching in. However, there was 
a time when suggestions of a rich model such as those just made 
would have been unrealistic; the computations simply could not 
have been made within a reasonable time or budget. This has all 
changed in the last few years, thanks to the electronic data proc- 
essing revolution, and we have seen cases where tremendous vol- 
umes of computations have been made in a short time, 

Nevertheless, it will be desirable to simplify our findings 
wherever this is possible without destroying the relevance of the 
data. At worst, it may be necessary to compute relationships be- 
tween neighboring links in the chain reaction and forecast sepa- 
rately the behavior of each individual member of a sample under 
the marketing conditions we are investigating. At best, we may be 
able to treat the sample population as if they were a single com- 
posite individual. Or perhaps we will settle upon a compromise 
between these extremes, making our calculations for several mar- 
ket segments, or customer categories, each of which can be treat- 
ed as if it were a composite individual. They may be people with 
a certain probability of purchase, or of certain demographic 
characteristics, or with motives of a certain type and intensity, or 
with some other point in common. 

Considering the number of variables which will have to be 
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taken into account even for a sample treated as one composite 
person, there is a good chance we will have to fall back on elec- 
tronic data processing to keep the job from becoming too lengthy. 
There may be somewhere between one and two dozen different mo- 
tives which are appropriate to the purchase of a particular prod- 
uct by any one individual, and with a sample of several hundred or 
a thousand individuals, the number of motives appropriate to their 
collective behavior toward this type of product may easily in- 
crease to 200, 300 or even more. Each of these motives has a 
number of dimensions. When the information needed about media, 
attention, understanding, memory, and so on is included too, we 
are dealing with rather intricate computations. At least all of the 
data can be placed on punch cards or computer tapes because all 
of them will be quantitative in form. 


A LOOK AHEAD 


In short, I feel we will be able to take lengthy steps forward if 
we first realize the tremendous importance of two ideas. One idea 
is that in putting quantitative tags on our customer data, we must 
economize our efforts by measuring all of those variables, but 
only those variables, which are a minimum set of factors which 
have to be taken into account in any adequate model for under- 
standing, predicting, and influencing consumer behavior. 

The other idea is that motivation research must be and can be 
fully quantified. I have given a few informal examples to show 
that this is already happening and is not mere speculation. The 
moment this is done methodically and thoroughly we can start tak- 
ing advantage of mathematics and automation in the marketing re- 
search field to a degree far beyond what has been achieved so far. 

Now let us take a longer look ahead. I believe there are many 
indications that the decision-and-action process of consumers will 
soon be simulated, or at least reduced toa systematic set of math- 
ematical functions which can be programmed onto an electronic 
computer. In this way, we will be thinking about a representative 
sample of consumers in a way very similar to the way they think 
for themselves with those marvelous built-in computers with which 
each is endowed. 

As in the simulation of the probable flight of an intercontinental 
ballistic missile or a space rocket, it may soon be possible to give 
trial flights to promotional programs on electronic computers. 
They may make it possible to forecast with greater accuracy the 
behavior of consumers in response to possible marketing pro- 
grams which executives and creative workers have already de- 
signed and want to have checked out. 
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Far more important than the forecasting or ‘“‘trial flight’’ as- 
pects of this triangular marriage between MR + OR + EDP is the 
program planning aspect. In forecasting, we take somewhat ar- 
bitrarily selected programs—which incidentally may be highly 
creative—and estimate what their consequences will be. In the 
planning of marketing programs, on the other hand, we take an end 
result which we wish to maximize, then work backward to deter- 
mine which marketing mix will be most likely to achieve that re- 
sult. This service to marketing will be more important than fore- 
casting for it goes to the heart of the executive decision function in 
marketing. It will not replace the decision-maker. Instead, it will 
make his judgment more powerful. Nor will it render the creative 
man obsolete. It will help to select the creative idea which fits in 
best with the over-all marketing program. 

I am not placing any bets that we will be able to automate the 
marketing decision process within the next few days, or ever. 
Nevertheless, it is worth trying, it presents a real challenge even 
to the most skillful researchers, and there is a good chance of 
success. The tools are all in existence and ready to be called into 
play. Many, although not all, of the necessary theoretical concepts 
are available, or good enough to get us started. Once started, we 
can add to these concepts, refining and elaborating as we go. 
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8. “SIMULATORS AND GAMES AS 


EDUCATIONAL TOOLS FOR 
DECISION MAKING” 


G. Truman Hunter* 


[* the past two years, a new development has received a great 
deal of attention. It is a very simple concept which promises 
some extensive changes in both education and research fields in 
the near future. The new concept I shall discuss is the use of 
simulators and games as educational tools for decision making in 
the business world. It is really new only in the specific field of 
application and in terms of some of the physical details surround- 
ing and aiding in its application, 

Simulators or models have been used for years. Recently, the 
most publicized development has been in the nature of competitive 
situations, sometimes called ‘‘Business Games.’’ 

There are several simulators or games in operation or prep- 
aration. At a conference earlier this month, twenty-nine were 
listed. These do not include hundreds of mathematical models 
currently used with electronic data processing machines to rep- 
resent the dynamic operation of airplanes, oil refineries, railroad 
trains, production lines, budgets and other business functions. 

Many of the models now in use as teaching devices in business 
are very similar in concept, differing somewhat in the detail of 
mathematical equations, terminology and complexity. No attempt 
will be made to list them all, or compare their details. It is ri- 
diculous to say one is better than another because of some func- 
tional detail or physical method of implementation, Each was de- 
signed for its own specific use. Most of them are under constant 
change to make them more suitable to the user. 

Experience with this new technique is so small and recent that 
relatively little has been published. The AMA game and its use 
were described in the March, 1958, issue of Fortune.’ The model 
prepared by Mr. Andlinger and an evaluation of business games in 
general are described in the Harvard Business Review, March- 


*G. Truman Hunter, Consultant - Executive Development. 


1. John MacDonald and Franc Riccardi, ‘‘The Business Decision Game,”’’ 
Fortune, March, 1958. 


71 


| 
| 


72 ADVANCING MARKETING EFFICIENCY 


April, 1958 and July-August, 1958 issues.” The use of the IBM 
model and some general observations on management gaming were 
given in a paper for the Society for the Advancement of Manage- 
ment in February, 1958.3 

A book containing an appreciable amount of material devoted to 
the current interest in management games was just published in 
December, 19582 It includes a very readable account of the par- 
ticipants’ thinking concerning one use of the AMA model, an analy- 
sis of the participants’ reactions to a more complex adaptation of 
the IBM model and several other very interesting topics. 

A symposium on Management Games was held at the University 
of Kansas on December 12-13, 1958. It isbelieved that proceedings 
will be available. 

The above references give a good (but not complete) cross sec- 
tion of the knowledge and experience available in this field to date. 
All of this is history, and I shall not try to repeat all the ideas and 
comments given in these references, Why should the members of 
the American Marketing Association be interested in this field? 
The answer is that this technique promises assistance in teaching, 
research, and decision making in many fields, including the field 
of Marketing. 

Since the IBM model is representative of many existing models, 
and it is the one with which I am most familiar, here is a brief 
description of it. 

The IBM model simulates an industry in which three companies 
compete in four geographic territories. The schematic geography 
is shown in figure #1. 

The three companies (1, 2, 3) are located in the corresponding 
numbered areas. The fourth is equally open to competition from 
all companies. You can see that this model provides quite an op- 
portunity for market analysis. 

Figure #2 shows the report form used with the IBM model. 
Heavy lines mark off the areas used for writing in the new deci- 
sions, The remainder of the report form is a composite of typical 
reports needed by management for decision making. It includes 
reports on competitive prices, sales andnet income, assets, market 


2. G. R. Andlinger, ‘‘Business Games - Play One!’’ Harvard Business Re- 
view, March-April, 1958, and ‘‘Looking Around: What Can Business Games 
Do?’’ July-August, 1958. 

3. G. Truman Hunter, ‘‘Management Experience in Business Gaming,’’ a 
paper presented at the Third Annual Operations Research Conference of The 
Society for the Advancement of Management, February 7, 1958. 


4. Dimitris N. Chorafas, Operations Research for Industrial Management, 
(Reinhold Publishing Corp., 1958.) 
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Figure #1 


information, sales analysis, production costs, inventory, and cur- 
rent operating expenses. The figures called ‘‘delivered unit cost’’ 
include production and transportation costs between areas but no 


overhead costs. 
The items affecting the total orders in each area are: 


1. Area population. 
Total area marketing expenditures. 


3. Price. 
Research and Development expenditure (R&D). 

A general economy function which varies with time (For 
example, a sample set of G.N.P. values could be used). 


The items affecting a company’s share of the orders in one 
area are: 
1. Its relative marketing expenditure. 


2. Its relative price. 
3. Its relative R & D expenditure. 


The items affecting production costs are: 
1. Production quantity. 


Per cent plant utilization. 
3. R & D expenditure. 
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The qualitative manner in which price or marketing affects 
sales or in which quantity of production affects costs is exactly 
that expected from fundamental economic concepts. However, the 
participants must determine the quantitative relationships which 
exist among all these items. As they build up their own business 
history the participants can make their forecasts more accurately. 

Marketing dollars are spent at once but they have a carry-over 
effect for two more quarters. R & D dollars are spent at once but 
they have a carry-over effect for a year, and their starting effect 
is delayed for one quarter. Plant capacity is available one quarter 
after the money has been spent. These time delays and extensions 
are an attempt to simulate conditions of information delays, rate 
of physical change, and cumulative effects found in business, 

The transportation charge between areas gives each company 
the possibility of marketing under three different competitive situ- 
ations. In its home area, each company has a cost advantage. In 
area four, all companies are equal. In the competitor’s home area, 
the other companies are at a cost disadvantage. A company may 
choose not to sell in one or more areas. 

Each set of decisions will operate a company for three months. 
At the end of this time, a report is prepared which shows the re- 
sult of the three months of business activity. There are no ac- 
counts receivable or payable. The total dollars spent each quarter 
must not exceed the available cash. The problem thus becomes 
one of allocation of funds in the most productive manner. Addi- 
tional limits may be imposed as to the maximum which may be 
spent for certain items, or the maximum change which may occur 
from one quarter to the next. These are changed from one time to 
the next and serve to make each use of the model slightly different. 

There are many constants in the program. These may be 
changed to adjust the sensitivity of various factors. These allow 
many variations of the basic model and produce quite different 
experiences for the participants. The starting conditions may be 
changed so that the three companies do not start equally. The gen- 
eral economy function may be changed to represent a rising econ- 
omy, a declining economy, a stable economy, or any combination 
of these. 

With all the above variations, it is possible to have almost an 
infinite number of different models and correspondingly different 
experiences for the participants, The participants with their human 
differences add even more variations to the laboratory sessions. 

The IBM model was prepared specifically for use in the IBM 
Management Decision Making Laboratory. The laboratory is part 
of a four-week Executive Development School which includes other 
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material on Planning, Organization, Management Principles, Eco- 
nomics and other topics. Two laboratory sessions are held, one 
the first week and one the last week of the school. 

The marketing situation which the participants face should be 
of interest to you people because it is typical of the questions 
which must be answered by most managers. How much money 
should we spend for the marketing function and how should it be 
divided among the four geographic areas? 

The IBM model was designed to demonstrate the need for good 
organization, planning and policy making, information and analysis 
and the need for balance among the several variables under the 
control of the participants. Our experience to date has indicated 
that the desired results have been achieved. Thereis considerable 
learning which takes place during the laboratory session. In fact, 
one of the most valuable features of the laboratory technique as 
currently used is that the participants see the results of their ac- 
tions in just a few minutes while their reasoning and decisions are 
still fresh in their minds. 

In the review session, any and all parts of the laboratory ex- 
perience can serve as the starting point for discussion. If a par- 
ticular item is thought to be unrealistic, it can bring about the 
discussion of the characteristics of its real life counterpart. 

Many people are looking for a new and simple name for this 
new technique. The shortest and most popular name at the moment 
is ‘‘Game.’’ This does not really describe the situation and im- 
plies many incorrect things. The more accurate descriptions all 
involve so many words that they become unwieldy. One of the 
things to look forward to in 1959 is a new, short, accurate, de- 
scriptive name. Perhaps a contraction of Dynamic Business Lab- 
oratory to DYBL might make a convenient name. 

At one university, the use of the laboratory parallels a course 
in the business school; one decision is made each week. At first 
the professor allowed the students to have three days in which they 
could find a common meeting time to fit their different schedules 
and make their decisions. After a few weeks he received com- 
plaints from the other professors to the effect that the students 
were neglecting other courses and spending far too many hours in 
analysis and discussion for the laboratory. In fairness to the 
others he had to limit the time to three hours. 

I have just returned from visiting several countries in Western 
Europe from Spain to Sweden where I had the interesting expe- 
ience of demonstrating the Decision Making Laboratory to many 
businessmen and educators. I can report that this experience was 
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very well received with the same high degree of involvement and 
enthusiasm as in the United States. The model used was the IBM 
model without any change but it seems to have a universal appeal. 
Models more suitable to European economic conditions will be 
even more useful and interesting. In connection with this, I might 
point out that simulation might be very helpful in connection with 
the great economic changes which are coming in Europe in con- 
nection with the common market situation which is being estab- 
lished. It is even possible that simulation experience might help 
in clearing up some of the misunderstandings and different view- 
points which now exist. 

We have had trained industrial psychologists and psychiatrists 
observe the activities of the participants in several of our labora- 
tory sessions. They have reported that the laboratoryis one of the 
most realistic they have seen for studying group dynamics. I be- 
lieve that there is a great and as yet untapped field of research 
here. The laboratory may become a very useful tool in evaluation 
of individuals and groups. 

Recently a model was shown which was a simulation of a Sys- 
tems and Procedures Department of a corporation, The reason I 
mention this here is that it shows an interesting situation built 
only for a department and not having direct competitive interaction 
with other companies. The participants do compete in the sense of 
trying for the best possible ‘‘score’’ in maximizing the value of the 
systems used by the company. 

A production-manpower game has just been completed by IBM. 
It is based on the use of mathematics for production scheduling 
and uses a model described in the March-April, 1958 issue of 
Harvard Business Review.® In this particular case the partici- 
pants are competing against a mathematical decision rule. 

Another model is now in use in the Psychology Department at 
Princeton University. Here the interest is apparently more in the 
psychological factors affecting business decisions. 

The reason I mention these three specific developments is to 
encourage all of you to start thinking about models and simulation 
techniques for your own professional areas. 

It is now time for a few suggestions slanted in the direction of 
your specific interests. By now, enough models have been built 
for special fields and interests that I feel sure that many of you, 
with your knowledge of the marketing field, could develop a model 


5. Anshen, Holt, Modigliani, Muth and Simon, ‘‘Mathematics for Production 
Scheduling,’’ Harvard Business Review, March-April, 1958. 
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to suit your needs. As a start, I would suggest as a possibility a 
model built around the concepts given in a paper by Friedman ina 
recent issue of the Journal of the Operations Research Society of 
Ameyica.® Actually, some of the methods in that paper would be 
quite helpful in analyzing the marketing function of the IBM model. 
Alternately, one of the other models might be expanded to include 
a much more detailed marketing function for multiple areas or 
products or a combination of both, 

The development of a suitable model could be both a teaching 
and a research device if the project could be assigned to graduate 
students. They should participate in some one of the games to get 
a feeling for the kind of activity they would be expected to produce. 
Then in order to produce the details of the model they would have 
to do considerable research in the field of marketing to get some- 
thing which would be reasonably realistic. It is my belief that the 
person who develops a model learns far more than those who only 
participate in its use. 

The model would not have to include interacting company deci- 
sion but there should be some feeling of competition if only ina 
score to compare against others, or against a par value for the 
course, The competitive part adds a great deal in creating in- 
volvement for the participants. 

In designing a model as a teaching device, it is important to 
keep it as simple as possible. The addition of complexity, in the 
name of reality, should certainly be avoided if it detracts from the 
importance of the few concepts that are supposed to be taught. 

In conclusion, I should like to say that 1958 has been the year 
for showing the great possibilities of this new teaching and re- 
search tool. For 1959, my prediction is that we shall see a much 
greater activity than in the past year. Many new models will be 
prepared in new fields and for new purposes. Here is a wonderful 
opportunity for professional people who have imagination, ingenu- 
ity, and initiative. For those of you who want to know more about 
this field I suggest you contact the data processing installation in 
some university near you. Many universities have the facilities 
for using one or more of the models. 

Here is an opportunity for AMA to sponsor a research project 
in this new field either on its own or preferably in cooperation 
with some university which has a strong interest in marketing. 


6. Lawrence Friedman, ‘‘Game Theory Models in the Allocation of Adver- 
tising Expenditures,’’ Journal of the Operations Research Society of Ameryica, 
September-October, 1958. 
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You will have to decide what research and training tools are needed 
and then go ahead and prepare them. I shall look forward to some 
outstanding developments from the members of the American Mar- 
keting Association, 


9. DISCUSSION OF “QUANTITATIVE 
MEASUREMENT IN MOTIVATIONAL RESEARCH” 


John S. Coulson* 


R. Clawson has presented a paper with amagnificent sweep and 

also one with a great promise. . . that we can and should join 
MR with OR and EDP to compute optimum marketing and promo- 
tional campaigns. But can the marriage of MR and OR under the 
auspices of EDP really produce the miracle promised? Can MR 
be quantified as indicated? Is MR the frivolous fad of the 50’s if 
it can’t be quantified as indicated? I’m afraid I must disagree with 
Dr. Clawson on all three counts: 


1. I don’t believe we are ever going to compute opti- 
mum marketing programs with MR and OR; 

2. I don’t believe MR can be quantified as he indicated; 
and 

3. I don’t believe MR is the frivolous fad of the 50’s in 
spite of this. 


I realize that this sounds like both a contentious and and ultra- 
conservative point of view. I realize that it is always safer and 
pleasanter to join hands with each wave of the future as it washes 
in. I like to dream of the brave tomorrow where my work in re- 
search is going to lead marketers to the promised land. 

But science can make its contributions without bringing the 
millenium; medicine can cure some of the sick while others re- 
main incurable; and market research can aid judgment without 
dictating all campaigns. 

It’s wise to reach for the stars. It’s wise to outline the ideal. 
Dr. Clawson has done this ably. But I think it may also be helpful 
to give the outline a cold and fishy-eyed look. Let me illustrate 
some of the problems with a fable—a fable which points out the 
enormous complexity of the simplest of actions and the limits of 
MR and OR + EDP in coping with the problems. 

It is the tale of Mrs. Mary Smith (housewife) who ate an apple, 
and the motivational research team that sought to find out why she 


*John S. Coulson, Vice President in Charge of Research, Leo Burnett Co. Inc. 
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ate the apple, so they could tell the marketers how to promote ap- 
ples. Let me say that not too many years back this was a rather 
simple proposition. An interviewer would ask Mrs. Smith, ‘‘Why 
did you eat the apple?’’ Mrs. Smith, being a natural, normal, 
healthy housewife, would say, ‘‘Well, because I like apples, I 
guess.’’ This would be duly tabulated, and we would find that for 
the population as a whole: 63 per cent ate apples because they 
liked them, 28 per cent ate apples because they thought they were 
good for them, nine per cent ate apples for all other reasons, all 
neatly adding to 100 per cent. And, everybody was quite happy. 
1. The researcher because it was a fairly easy job; 2. The mar- 
keter because it made sense; and 3. The exchecquer because it 
was cheap. 

But today we are much more sophisticated. We know that this 
nice, simple, clear and inexpensive method is often misleading. 
We know that one manufacturer built cars following this informa- 
tion, and found that what people said they wanted in a car and what 
they really wanted in a car were very different. They said they 
wanted an economical, practical, safe car, but bought one with a 
high style and a fast pickup instead. 

And psychologists can prove we need far more than these sur- 
face expressions. So today we use a full kit bag of tools. Today 
we check all the behavioral steps in the stairway of motivation, 
and we try to uncover all types of motives which affect purchase 
of a given product. Incidentally, it is my feeling that each of these 
‘“‘breakthroughs’’ of MR which Dr. Clawson sees in the future have 
already taken place. 

So, let’s go back to Mary Smith and let us see what we can find 
out today. We find out how well she likes apples and what aspects 
of apples she likes and what aspects she doesn’t like. We find that 
she likes the sweet, tart taste of apples; she doesn’t like the skin. 


(She scaled sweetness 9 on a series of 1 to 10) 
(She scaled tartness 8 on a scale of 1 to 10) 
(She scaled skins 2 on the same scale) 


We find some of the steps leading to the purchase of the apples. 
She remembered seeing an ad with a recipe for apple pan dowdy, 
and made a mental note to get some ‘‘nice, ripe apples”’ called for 
in the ad. She had forgotten about this when she went shopping, but 
at the store she saw a large display of ‘‘red, delicious apples’’ 
with a sign over it selling apples at a special price of 26 cents a 
pound. The sign over the display was colorful and read, ‘‘Special 
shipment—bright red apples’’; red was a very emotionally charged 
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color for her for reasons she didn’t know; it was a special ship- 
ment, because the buyer had found that there was an over-supply of 
apples and the growers made a special deal through their co-op. 

So Mary remembered the apple pan dowdy and thought this 
would be good. You see, her husband had said a couple of nights 
before that he would like some apple pan dowdy. His mother had 
always made this, and Mary, who didn’t really like his mother, 
had noticed the recipe in the ad and figured she would show him 
she could make this as well as her mother-in-law. So she picked 
up the apples. But, she forgot she needed raisins for the recipe 
and when she got home she found she didn’t have raisins and 
couldn’t make the apple pan dowdy. 

Now, she was very much interested in her table decoration. In 
fact, she continually collected magazine articles on table setting, 
and she had just recently run across one which showed how apples 
made a fine center piece, and she made the decoration of apples. 
She had one left over, and just put it on the side. It is important, 
you know, that this apple was not part of the decoration, because 
we know that consumers don’t like to break up perfectly sym- 
metrical displays in stores and the same is probably true for cen- 
terpieces. 

That evening she was watching television, and it was a show 
called William Tell. You know about that story. During a particu- 
larly uninteresting commercial, she got up and went into the dining 
room. She saw the apples. She was on a diet and hadn’t had any 
dessert and was a little hungry. She knew, however, that apples 
were not fattening. 

One other factor was that her child really ate too much candy, 
and she wanted him to eat more fruit instead. Her dentist had 
told her not to have him eat so much candy. Also, her husband had 
wanted her to stop having her son eat candy, and when he paid the 
last dentist bill, he told her so. Soshe knew her husband would ap- 
prove of her interesting the son in an apple. 

Now, one thing she liked about apples was that she could share 
them, and she cut the apple in pieces and offered them to both her 
husband and her son. Her husband didn’t want one, but her son did 
take a piece and this pleased her. We knew that sharing an apple 
was important to her, because she gave it a score of nine ona 
scale of one to ten, from ‘‘I hate to share apples’’ to “I love to 
share apples.’’ What is more, we knew that a score of nine was 
very high for her. She didn’t like to be though of as an extremist 
and didn’t score any of the 200 statements either as one or ten, 
We continued our investigation and our very deep prober found 
some other factors: 
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1. She had been given an apple in her Christmas 
stocking every year, and apples were closely associated 
with Christmas to her. 

2. She was deeply religious, and the story of Eve eat- 
ing an apple was one of horrid fascination. 


We found that getting rid of the core was really a nuisance to 
her. You see, we traced her usage right to the garbage pail. We 
found that she had fruit knives which were treasures to her and she 
always like to use them, and often liked to eat fruit just to use a 
knife. She used one on this apple. By means of the most scientific 
instruments, we found that the apple display in the store was the 
third most visible display in the entire supermarket. Also, her 
apple decoration was the most visible element in her dining room, 
She couldn’t help but notice it when she went into the room. 

Also, we knew all about Mary: her age, sex, social class, dis- 
cretionary spending power, and her psyche. We gave her an I1.Q. 
test, a personality classification test and a Rorschach (why, we 
will never know). We were really using our kit bag full of tools. 
But, when we got back to the office with all this information and 
much more that only time prevents me from detailing, we found 
that there were 429 factors affecting her eating the apple. 

We began by analyzing all the information, and do you know 
what? We found many factors were absolutely essential—none 
more than any others. 


If there hadn’t been an over-supply of apples, 

If there hadn’t been a promotion, 

If they hadn’t built such an effective display, 

If she hadn’t seen the ad for apple pan dowdy, 

If her husband hadn’t asked for apple pan dowdy, 
If. . .ete., etc., 

She wouldn’t have eaten the apple. 


But we found it impossible to say which was the most important 
reason, which was next, and so forth. Also, when we looked at the 
relative importance of various attitudes, we found that some of 
these she was far more willing to discuss than others. As a mat- 
ter of fact, she had never told anyone about her dislike for her 
mother-in-law. She did not even remember herself about the ap- 
ples in the Christmas stocking. 

Yet, somehow we are told that research can and must array all 
these motives on a single scale and quantify their importance, I 
don’t think conceptually this can be done. We can compare her 
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attitudes with other prople’s attitudes on a single dimension such 
as taste, but we cannot slice the analysis the other way. We can- 
not equate her attitudes towards the apple’s taste with her attitudes 
about its cost with her feeling regarding its nourishment and say 
that two tastes equal one cost, equal 6.35 nourishments. Here we 
are really comparing the other famous apples . . .withoranges, 

But, let me tell you the rest of the story. I’ll make life easier 
and say we did really find out, quantitatively, why Mary ate her ap- 
ple—and why all Marys ate their apples, and we presented the 832 
motives all properly quantified and arrayed in their real impor- 
tance. The marketing people were certainly interested in the re- 
sults, and used them to help them think about a problem which was 
quite different~—not why do people use apples today~—but HOW can 
we get people to eat more apples tomorrow? 

Then the marketing man had an idea—partially coming out of 
the research and partially coming out of the years of experience he 
had. He knew that there was a great and growing interest in pre- 
vention of tooth decay, and he felt he could tie in with the dentists 
of the country by sending each a small basket of apples. The pro- 
motion would cost $100,000. Now, OR had said he should spend 
his budget differently, because all their equations came out that 
way. The EDP didn’t know whether the $100,000 would increase 
sales or not. But, since the marketing man was the boss, he went 
ahead anyway. 

Apple sales increased 82 per cent; the entire supply was sold at 
a good price and the apple growers made a handsome profit. And, 
here is another moral in my fable. Dr. Clawson has left out of his 
formula the crucial element—creativity and ideas. Based on 
knowledge, intuition, and experiences in this and other unrelated 
fields, the creative man is a key factor in the success of a promo- 
tion. 

The research has fed him, it has helped him in his thinking 
about the problem, but it did not compute an optimum program. 
EDP is not magic. It doesn’t add anything. It is a machine which 
allows more complex data to be analyzed rapidly. And, incidental- 
ly, in considering its speed, we must not ignore the fact that the 
analysis must be programmed, which sometimes takes longer than 
the time saved with the machine. 

Now, I know that my apple story was just a fable. But I think 
that it illustrates some of the problems facing the joining of MR+ 
OR + EDP to produce the optimum marketing program. It il- 
lustrates: 


1. That you cannot really quantify MR in the way that 
Dr. Clawson has suggested, and 
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2. That even if you do, you do not put MR results ina 
formula a la OR and produce a promotional campaign. 


Where does this leave motivation research, then? Does this 
make MR a frivolous fad? I think not. MR does give the marketer 
a far more valid picture of how the consumer behaves than he ever 
had before, and while we try to improve our methods, we can make 
profitable use of the information we are getting today. But we need 
to improve our methods. We need to move forward, and I think Dr. 
Clawson has outlined some important areas we should be thinking 
about. 


10.“ THE APPLICATION OF MATHEMATICAL 
PROGRAMMING TO MARKETING PROBLEMS” 


Ralph L. Day* 


ATHEMATICAL programming is simply the application of a 

particular class of mathematical techniques to the problems 
of planning and conducting various types of activities. However, 
these techniques have already received sufficiently wide accep- 
tance in business and industry with such generally promising re- 
sults that they can no longer be confined to the esoteric provinces 
of the professional mathematician.4 The necessity for developing 
and modifying the basic mathematical techniques in sucha way that 
they can be generally understood and applied by businessmen 
seems both clear and urgent. The purposes of this paper, and 
more specifically the dissertation on which it is based, are to pro- 
mote the general understanding of this tool, to attempt to contrib- 
ute to its usefulness, and to adapt it to the particular classes of 
problems which we face in marketing. 

The application of mathematical programming to a business 
situation requires that the problem be cast into the form ofa 
mathematical function which describes the activity involved in 
quantifiable terms, and that the limitations on this activity or 
process be expressed mathematically. The problem is then solved 
for the maximum or minimum value possible within the frame- 
work of the objective function and the restraints placed on it. As 
just stated, mathematical programming offers nothing new. Busi- 
ness problems have often, consciously or unconsciously, been 
stated in this form with the restraints expressed as a system of 
equations. The principle objection to this procedure is that in 


*Ralph L. Day, University of North Carolina. This paper was presented 
at the session devoted to ‘‘Significant Doctoral Dissertation Research,’’ but is 
included at this place in the proceedings because of its pertinence to the topics 
considered here. 


1. Linear programming was the original term for the basic process we are 
considering. It implies that ail of the relationships are linear in nature. Since 
many non-linear relationships can be adapted to the programming problem and 
since progress has been made in the development of quadratic programming, 
we use mathematical programming as a more inclusive term. 
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order to establish the restraints in the form of equations we have 
to make some rigid assumptions about the variable elements in- 
volved. Arriving at exact levels of utilization of the factors is 
often the most difficult part of the job. The salient feature of the 
new technique we call mathematical programming is that it allows 
us to state the restrictions as maxima, minima, or ranges of val- 
ues rather than exact levels and still permits the determination of 
the best possible solution to the problem? In other words, it al- 
lows us to state a business problem in terms of generally under- 
stood limitations on the factors involved and then to determine the 
maximum profit or minimum cost utilization of these factors by 
precise mathematical procedures, 

Just to give an inkling of how the technique works, we will 
consider a highly simplified problem and its solution by mathe- 
matical programming without going into any of the technical de- 
tails. This problem is not intended to illustrate an actual applica- 
tion but is intended only to demonstrate how the technique might be 
applied. Let us say that a market research firm is making a field 
survey which requires 100 interviews with families with children 
and 50 interviews with married couples without children. The 
firm wishes to procure the interviews with the minimum possible 
number of calls. The firm experience has shown that the prob- 
ability of completing an interview varies with the class of respon- 
dent and whether the call is made in the daytime or in the evening, 
as indicated by the following table: 


Probability per call of obtaining 
an interview 
Type of Respondent Daytime Evening 
Married, with children .90 
Married, without children .30 .60 


An additional restriction is placed on the problem by the firm’s 
contact with the interviewers which provides that they will not be 
required to make more than half as many evening calls as day 
calls. 

Our problem then is to assign the interviewers by class of con- 
tact by the time the call is made so that the desired number of 


2. While some restricted forms of linear programming were developed dur- 
ing World War II, the general solution to the problem which is the core of 
mathematical programming (the simplex method) was developed by George B. 
Dantzig in 1947. 
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interviews can be obtained with the minimum number of calls. 
The expression we want to minimize then is simply: 


Total calls = Day calls, with, (X,) + Day calls, without, 
(X, ) + evening calls, with, (X 5) + evening calls, without, 
(X,) = as few calls as possible. 

Or, symbolically: X, +X,+X,+ X,= Minimum 

Subject to: 15 X, + .90 X 100 

30 X, + .60 X, > 50 
(A, + 2 (X, + X,)>0 


1V lv 


2 


Solving the problem, we find that: 

X, + Xp + XytX,4 = 133 + 17 + 0 + 75 = 225 
This solution satisfies the requirements of the problem witha 
smaller number of calls than any other possible assignment of the 
calls. An inherent feature of the principal computational tech- 
niques is that we have a mathematical ‘‘signal’’ which tells us 
when we have arrived at the optimum solution. 

In actual situations, the technique can be extended to cover 
very complex problems. Problems containing as many as one 
hundred variables have been programmed for electronic computa- 
tion. However, most business problems involve a much smaller 
number of variable factors and machine computation is often not 
necessary for the application of mathematical programming. In 
fact, many problems can be set up so that they can be solved 
quickly by a clerk using only simple arithmetic. Variations of the 
so called transportation problem, or distribution technique, and the 
assignment technique can often be utilized in this manner for many 
classes of business problems with the same preciseness and ac- 
curacy as if the more general ‘‘simplex’’ method were used. In 
addition to the various versions of the basic mathematical tech- 
niques, several approximation techniques have been developed for 
applications where the gains from quickness and ease of computa- 
tion outweigh a possible loss in accuracy. 

One serious limitation on the use of these techniques is that the 
mathematical relations must be linear in form. What this implies 
in practical terms is that it takes ten times as much of the pro- 
ductive factors to produce ten units of output as it takes to pro- 
duce one unit. In many instances this is an unrealistic assumption 
and limits the use of linear programming to those situations 
which can be satisfactorily expressed in terms of linear relations. 
Actually, many business problems meet this requirement and many 
others can be adapted to linear form without serious damage to the 
results. And progress is being made in the development of non- 
linear programming techniques. 
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The problem of trying to appraise the present state of utiliza- 
tion of mathematical programming in business in general is diffi- 
cult and in the field of marketing in particular it seems almost 
impossible. It is unquestioned that in particular areas of industry 
mathematical programming has assumed a significant role. Its 
successful applications to various problems of the petroleum re- 
fining industry are well known. A number of successful applica- 
tions have been made to various types of production control prob- 
lems; to inventory problems; to problems of loading and routing 
trucks, trains, and ships; to production process control; and even 
to agricultural problems. No quantitative information on the utili- 
zation of mathematical programming is available but ifthe growing 
number of articles in periodicals, and the publication of several 
books, reporting successful applications can be taken as an indica- 
tor, the technique has already taken a toehold and is growing in 
acceptance. There must be some flames behind all this smoke. 

But so far in the marketing field there hasn’t even been very 
much smoke. There have been some applications of mathematical 
programming to problems of store location, sales forecasting, and 
the evaluation of advertising effectiveness, but these applications 
are tantamount to the adoption of an improved computational tech- 
nique to the existing technique of multiple correlation analysis. 3 
Some of the applications mentioned earlier can be considered as 
being at least in the fringe areas of marketing, e.g., the manage- 
ment of inventories and the routing and assignment of carriers, 
and pave the way to similiar applications more specifically in the 
area of marketing. 

But fundamental applications to marketing problems are still 
rare. The ‘‘traveling salesman problem’’ has received some at- 
tention in the operations research journals. This is simply the 
problem of selecting the shortest possible route for visiting a 
given number of cities. Studies have shown that it is possible 
to program routes involving substantially less travel than the 
“closest city next’’ approach or any arbitrary method of selecting 
a route. 

A 1957 article in the Harvard Business Review has revealed 
that some efforts have been made toward the teaming of mathe- 
matical programming with improved distribution cost analysis as 
a means of allocating sales effort and the firms’ facilities in gen- 
eral to those products which will contribute most to the firm’s 


3. Nyles V. Reinfeld and William R. Vogel, Mathematical Programming, 
pp. 201-205. 
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profits.4 It has been learned from Mr. Nyles Reinfeld, co-author 
of the new book, Mathematical Programming, that a large firm is 
utilizing mathematical programming in an attempt to predict which 
of the new products being developed by the firm’s Research and 
Development Division have the best chance for success, It is at 
least open to conjecture that there are other significant projects 
involving mathematical programming which are being kept confi- 
dential, which is one of the problems one has to face in doing re- 
search in a new field with vital implications for marketing strate- 

In brief, it appears that the present status of mathematical 
programming in marketing is somewhat like that ofan infant whose 
parentage is somewhat in doubt but is such a precocious youngster 
that doors are cautiously being opened to it. Caution is often an 
admirable trait and mathematical programming certainly shouldbe 
treated with care in considering its application, since it has many 
limitations and if not properly used could have very unsatisfactory 
results. However, let us hope that it will not meet with resistance 
based only on fear and suspicion of anything new and unfamiliar. 
This is a danger compounded for mathematical programming by 
its mathematical nature and seeming complexity. The best anti- 
dote for this kind of resistance is knowledge, and it is hoped that 
as the technique gains in use, there will be a more free exchange 
of experience and ideas, and that collegiate schools of business 
and executive training programs will include suitable courses in 
their programs. 

One of the questions of concern in my dissertation is how and 
by whom should mathematical programming be introduced into the 
marketing firm. One view is to consider mathematical program- 
ming as simply one of the techniques of operations research and 
confine it to this approach. Undoubtedly this is sensible for those 
firms which have and properly support their own operations re- 
search groups or can afford extensive studies by operations re- 
search consultants. However, mathematical programming should 
not be considered only as a research tool. Its ultimate role is as 
a full-time operating technique which becomes an integral part of 
the firm’s decision-making process. In other words, mathematical 
programming is part of a trend, which has been accelerated by the 
development of electronic data processing, toward the increased 
utilization of all available data in arriving at management 


4. William J. Baumol and Charles H. Sevin, ‘‘Marketing Costs and Mathe- 
matical Programming,’’ Harvard Business Review, Sept.-Oct., 1957. 
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decisions. Decisions which do not give full consideration to all 
available information are almost certain to be poorer decisions 
that those which do. Mathematical programming is merely one 
more tool for providing better understanding and utilization of the 
information obtainable, by management at all levels. At the same 
time, training in tools of this nature must become standard prac- 
tice for all management people and should not be left entirely to 
the ‘‘experts.’’ 

While it is clear that many subjective and unquantifiable factors 
must always be present in management decisions, and the need for 
judgment and intuition can never be eliminated, it also seems 
clear that the range of human error can be minimized by better 
use of that information which can be quantified and objectively 
analyzed, It seems appropriate to ask no more for mathematical 
programming than that it be considered as one additional method 
which deserves attention in striving toward this end. 


BIBLIOGRAPHICAL NOTE 


Instead of including an exhaustive bibliography of books and 
articles on mathematical programming, it is believed that it will 
be useful to suggest a few sources as a starting point for further 
study of mathematical programming, ranked according to the 
mathematical training required. These sources include bibliog- 
raphies which will serve as a guide for further study. 


Relatively Non-mathematical 


Robert O. Ferguson and Lauren F, Sargent, Linear Programming: 
Fundamentals and Applications. New York: McGraw-Hill Book 
Company, 1958. 

Nyles V. Reinfeld and William R. Vogel, Mathematical Program- 
ming. Englewood Cliffs, N. J.: Prentice Hall, Inc., 1958. 


More Mathematical 


Saul I. Gass, Linear Programming: Methods and Applications. 
New York: McGraw-Hill Book Company, 1958. 
For the Accomplished Mathematician 
A. Charnes, W. W. Cooper, and A. Henderson, An Introduction to 
Linear Programming. New York: John Wiley & Sons, Inc., 
1953. 
After this introduction, the mathematician would probably 
profit most from a search of the literature for articles which 
pertain to his particular area of interest. 


C. Developing Long-Range International 
Marketing Programs 


11. “DEVELOPMENT OF AN INTERNATIONAL 
MARKETING PLAN IN A FRONTIER FIELD” 


G. O. Haglund* 


HE nuclear field is just now taking form in all countries of the 

world. Nucleonics is not a new field, but its exploitation indus- 
trially is relatively new. The surge of industrial interest brought on 
by the Atomic Energy Act of 1954 andthe first Geneva Atoms-For- 
Peace Conference in 1955 has continued to accelerate and, with 
this impetus, the marketing of nuclear equipment assumes new 
significance internationally as well as domestically. I should like 
to discuss our role in the nuclear industry and the development of 
our approach to a foreign marketing program. 

General Mills is primarily known for its activities in food pro- 
duction. Consequently, many are surprised to learn of the com- 
pany’s extensive diversification in chemicals, pharmaceuticals, 
and electro-mechanical products. One of these diversified activ- 
ities is the Mechanical Division which has in recent years become 
an important Defense contractor, developing and manufacturing 
weapons systems for the U.S. Government. Originally organized 
in 1928, the Division developed an extensive background in the de- 
sign and fabrication of specialized automatic equipment for the 
processing and packaging of flour and other food products. Be- 
cause of vast experience in the engineering of specialized equip- 
ment, this activity is frequently called upon to provide equipment 
design and manufacturing services for other industries. 

A request of this nature was received more than 10 years ago 
for equipment which would by remote control duplicate the func- 
tions of the human arm in a biologically dangerous area. This 
seemingly routine design job ultimately proved to be the beginning 
of our nuclear equipment business. During the years following 
completion of this initial job, there has been an increasing demand 
for similar remotely controlled handling equipment from the vari- 
ous Atomic Energy Commission facilities. Today, as a result, Gen- 
eral Mills has a complete proprietary line of remotely controlled 


*G,. O. Haglund, Director, Nuclear Equipment Department, General Mills, Inc. 


9? 


XUM 


INTERNATIONAL MARKETING PLAN 93 


manipulators and has probably the most extensive background of 
know-how in the general field of handling equipment available to 
the U. S. nuclear industry. 

Until a little over a year ago all of this business was handled 
rather informally. At that time, however, demand had justified 
the appropriateness of formally establishing a separate nuclear 
equipment department. Steady growth of the department to date 
and prospects for the future are based on continuing emphasis on 
market studies to determine the short and long-term equipment 
needs of the industry. 

As plans and activities in the domestic market developed, in- 
dications of interest in this kind of equipment were being received 
from many parts of the world. The volume of inquiries confirmed 
suspicions that there was a need for these products and experience 
in other countries and that expansion of operations into foreign 
countries should be investigated. 

Accordingly several trips were made to Europe for definition 
of grass-roots interest and for gathering information needed to 
evaluate the market potential. As a result of these investigations, 
General Mills has made some decisions with regard to foreign 
activity in the nuclear field. 

In reviewing these decisions it is not intended to outline the 
procedures and techniques that were employed in arriving at con- 
clusions. Such techniques and procedures vary significantly ac- 
cording to the type of business or product in which a company is 
engaged, 

It does seem appropriate, however, to review the decisions and 
actions taken and which are continuing to be taken. This will be 
followed with a discussion of why these decisions were made. It 
should be pointed out that the final chapter in our nuclear market- 
ing planning has not been written; therefore, we cannot provide an 
indication at this time as to the ultimate success of our program. 

We are currently negotiating the establishment of two jointly- 
owned companies in Europe; one in England, the other in West 
Germany. The purpose of these companies will be to design, de- 
velop and eventually manufacture remotely controlled handling 
equipment for sale and distribution primarily in Western Europe 
and the British Commonwealth. General Mills will havea minority 
interest in each company. Initially each of these companies will 
undertake engineering and sales activities, with manufacturing 
being done by our foreign partners. Each will be licensed to man- 
ufacture and sell proprietary products under General Mills patents 
and will in addition engage in design and manufacture of special- 
ized equipment. The companies will have exclusive rights to 
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manufacture in their respective countries and will have non-exclu- 
sive rights to sell anywhere in the world except in the U. S. do- 
mestic market. General Mills has a patent position on its propri- 
etary products in ten foreign countries as well as in the U. S, and 
intends to reserve selling privileges in the U. S. for its domestic 
operation under current and future patents. The two companies 
are expected to be in operation very shortly. Simultaneous with 
these negotiations we are examining the possibility of comparable 
activity in the Asian area. 

These plans raise some questions, the answers of which may 
be of interest to people concerned with or planning foreign market- 
ing activities. There are few formulas, as we all well know, for 
planning foreign activity. Every case is a situation requiring spe- 
cial arrangements which best satisfy the needs of the market, the 
product, and the company. 

The first question usually asked is, ‘‘Why are we interested in 
a foreign nuclear activity?’’ Several reasons prompt our interest. 
The kinds of products involved are of a type which could readily 
induce competition with our products in the U. S, as well as in the 
foreign countries. A foreign operation provides some protection 
by partially offsetting the effects of such competition. Also a for- 
eign operation provides a flow of information on new requirements 
and techniques which permits us to maintain a leading product 
position both in the U, S. and other countries. Of more importance, 
however, is the opportunity of expanding our income position based 
on products and know-how which we already offer the domestic 
market without additional development expense. In addition, es- 
tablishment of these companies provides the nucleus of organiza- 
tions and facilities from which to grow at a reasonable rate into 
a new and expanding frontier field. 

Another question often asked relates to the timing of these 
plans. ‘‘Why establish these ventures at this time? Why not wait 
to see how the market develops and perhaps incur less risk in 
their establishment?’’ By entering the market during its infancy, 
the opportunity is afforded of growing into the field with minimum 
growing pain. By being in the market early the companies become 
identified in the market, providing a better opportunity for maxi- 
mum growth in the long-term future. In order to assume a leading 
position in the markets being participated in, it was considered 
important to establish our curreat products as standards for the 
industry in early constructed nuclear facilities. Recognizing, too, 
that from five to seven years is required to get reliable new prod- 
ucts into any market, time is required to develop a strong feeling 
of local needs. Time is also needed to develop an acquaintance 
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with equipment users and the obvious rapid changes which prevail 
in any new field. It has been recognized through experience with 
our export program that the needs and problems in the nuclear 
field vary from country to country and that what is applicable in 
our domestic market is not necessarily applicable elsewhere. 

As to the form of foreign participation, we considered very 
carefully the alternative of licensing versus jointly-owned or fully- 
owned companies. There are those who believe that joint ventures 
are the only way to participate in a foreign market; yet there are 
many large and successful organizations in this country that have 
no equity position in foreign countries but who have extensive li- 
censing programs. One reason for going the route of jointly-owned 
ventures is that about half of our nuclear business in the domestic 
market is service centered; that is, engineering and manufacturing 
of specialized or non-proprietary equipment. The other half of 
the business is product oriented, providing a proprietary line of 
essentially standard items having a patent position. Consequently, 
our special know-how in the service phases provide an opportunity 
of additional income which would not be possible under a licensing 
arrangement for any extended period of time. Further, it was be- 
lieved the proprietary portion of the business would be short-lived 
if it were based purely on a licensing program. Although it is fre- 
quently argued that licensing need not be short-lived if a vigorous 
program of product improvement and development is maintained, 
it was our best judgment that for this particular product line, the 
long-term possibilities would likely be better under an equity ar- 
rangement, 

The question of having one company or two companies in Europe 
presents many factors for consideration. There were two natural 
trade areas involved: Western Europe and the British Common- 
wealth, Although we established non-exclusive selling privileges 
for the two companies in all areas except the United States, it was 
concluded that each had the advantage over the other in their re- 
spective and natural trade areas. The English company would best 
be able to serve the markets of the Commonwealth and the German 
company the markets of the common market countries, namely 
France, Italy, Holland, Germany, Belgium, The Netherlands, and 
Luxemburg. 

These seven countries, in addition to the economic alliance 
afforded by the common market provisions, have pooled their 
atomic resources in a joint treaty identified as ‘‘Euratom.’’ There 
is every reason to believe that a company established within the 
framework of Euratom would best be able to serve the common 
market countries. Aside from this important fact, there is indeed 
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a question as to the extent to which an English company can serve 
the Western European market or conversely, the extent to which 
a German company can serve the British Commonwealth, 

In addition to these factors, our market analysis indicated an 
adequate market in both areas for two companies to operate con- 
veniently and successfully. In those countries where the English 
and the German company would be able to sell with equal ease, 
there is a stimulus provided by competition between them suffi- 
cient to encourage product improvement and to encourage estab- 
lishment of vigorous sales practices. Further, our study indicated 
that in both England and Germany, competition was imminent, in 
any case, and that we would benefit by providing an additional 
source of equipment. 

Another observation was that the Commonwealth countries ex- 
pressed a strong desire for equipment based on the English unit 
of measurement while the continent of Europe indicated a prefer- 
ence for equipment based on the metric system. Emergency serv- 
icing of the equipment woud be easier if parts and components 
were based on local standards of measurements. 

The selection of countries in which to establish the companies 
was an important consideration. In the nuclear field, England 
currently leads other foreign countries in reactor technology and 
is taking every possible step to export its experience and know- 
how throughout the world. West Germany, on the other hand, is 
demonstrating excellent progress among the Euratom countries. 
It appeared desirable, therefore, to operate in areas where nuclear 
technology was encouraged and was making extensive strides. 
Further, we were fortunate in finding in each of these countries 
potential partners who had already commenced to market remote- 
ly-controlled handling equipment in the nuclear field. 

There are a number of other secondary concepts involved in 
our foreign arrangements relating to the extent of our equity, the 
decision temporarily to sub-contract manufacturing to our part- 
ners, and the non-exclusive sales privileges which we established. 
We concluded that with appropriate safeguards, a minority position 
would be quite satisfactory, since ultimate success ofthe operation 
would depend in any case on the integrity of the partners. In addi- 
tion, the primary source of money for equipment and services 
would be the various governments of the countries involved, mak- 
ing it politically desirable for governments to deal with companies 
having local control. Also, since line management from General 
Mills is not proposed, equity control, practically speaking, without 
management personnel, offers little in the way of actual control. 

The sub-contract manufacturing arrangement was established 
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because the market at present would not warrant the acquisition of 
manufacturing facilities. Within three to five years these compa- 
nies should be able to justify their own facilities. This manufac- 
turing concept also makes possible early entry in the market with 
a minimum of investment capital. 

Thus far, I have indicated what we are doing, and why we are 
doing it. I should like at this point to touch briefly on certain as- 
pects of future foreign planning which may be indicated in the nu- 
clear field. We intend to examine carefully the possibilities of 
the Asian area. We have already started a study and analysis of 
prospects in Japan and its neighboring countries. Like the Com- 
monwealth and the Western European countries, Asia is another 
natural trade area within itself. 

In addition to this activity, we feel that a vigorous patent pro- 
gram is desirable to maintain sound foreign participation in the 
long-term future. The importance of this point is emphasized 
when considering, for instance, the problems of participating in 
Japanese markets. In order to preserve a satisfactory balance in 
its foreign currency position, Japan has necessarily exercised 
considerable control over the establishment of equity ventures and 
licensing agreements with foreign countries. To assist with eval- 
uating the merits of such arrangements, Japan places considerable 
emphasis on the existence of strong patents, the uniqueness of 
know-how if it is not based on patents, and a genuine need for the 
products or services in Japan. Validation, therefore, of new com- 
panies and licenses is very difficult. These factors in Japan are 
mentioned only to indicate that as any country experiences fluc- 
tuating economic cycles over long periods of time, it is to be ex- 
pected that attitudes and actions of governments will change to 
cope with the circumstances at the time. For this reason, a deep- 
seated patent position can aid in preserving the long-term foreign 
position. 

Finally, a necessary and continuing task in our foreign program 
will be constant observation of changing conditions in foreign nu- 
clear programs in order that adjustments in plans can be made in 
adequate time to conform to the needs of the area. Judging from 
advances in the nuclear field in the past two years, both domes- 
tically and internationally, this general alertness to our foreign 
plans is essential. 
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12. “A QUANTITATIVE APPROACH 
TO FOREIGN MARKETS” 


Alberta R. Edwards* 


N attempting a quantitative evaluation of a country, it is helpful 

and logical to break the subject down into the various levels of 
marketing data which any such evaluation requires. Thus, one 
starts with over-all country statistics, progresses to data on spe- 
cific industries, and then finally to the market information on the 
individual products within an industry in which the particular com- 
pany is interested. This order from over-all to the particular is 
also the order of the difficulty with which this type of information 
can be obtained. This division of the subject also points up the 
difference of interests that exist between the economists in gov- 
ernments and those of the market researcher in a specific com- 
pany. The over-all economic data are, of course, essential to any 
analysis of the market for a specific product, but they are only a 
part. 

Among the items which are needed and which are usually avail- 
able and are reliable are data on population, total foreign trade, 
gross national product, and so on. There are many sources of 
these data, but a good authoritative one is the U.N. Their monthly 
Statistical bulletin is an excellent reference as well as the I.F.S. 
book. Both can be purchased for $15 a year and give excellent 
monthly and background data for several years, As a Start, these 
are good. One important reason for using these sources for over- 
all country data rather than the statistical yearbook of the country 
itself (and it should be mentioned that many of the foreign coun- 
tries publish annual statistical yearbooks) is that in the financial 
area, the data are presented in an international currency, usually 
U.S. dollars. 

If you have ever struggled with data on Chilean imports in 
Chilean currency, you will appreciate what a huge help it is to 
have someone else, someone reliable, do the difficult job of con- 
verting currencies for you. In case you are not familiar with 
Chile’s inflation which makes any time series in monetary terms 
useless, it might be mentioned that there are anumber of countries 
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which use various exchange rates for various types of imports, 
and so the problem of breaking down a total import figure into 
these groups and applying the proper exchange rate to the proper 
amount is considerable. 

Once the country’s over-all economic statistics have been col- 
lected, then, of course, from a market pointof view it is necessary 
to break them down into the various geographic areas within the 
country. For these data, it is necessary to go to the statistical 
yearbooks mentioned earlier. They are usually late—two or three 
years is not unusual—but the relative importance of geographic 
areas within a country change relatively slowly and a percentage 
breakdown of such data can possibly be applied to more recent 
country-wide data. For example, the 1957 total personal income 
figure for Canada can be broken down into the various provinces 
by applying the percentages of the 1955 data, which is probably 
readily available. 

It is surprising how much of the relatively simple data are 
missing. Most of the examples quoted will, of course, come from 
the pharmaceutical and health fields, since that is the subject with 
which I am most familiar. 

In this area, for example, a figure that sounds so easy—an ac- 
curate count of the total number of physicians in each country— 
is not available for many European countries, which, on the whole, 
are Statistically quite sophisticated and so well documented in the 
OEEC publications, 

This raises the second section of a quantitative evaluation of a 
foreign market—the industry in which one is interested. One 
source of data on which we rely in this country is, of course, the 
trade press. In almost every industry, the various trade journals 
will conduct continuous or annual surveys on the total volume of 
business done in the industry, and while these figures are fre- 
quently looked upon with a jaundiced eye, they are ahelp. The 
comparison of these trade data with the U. S. government figures 
(such as the reports of the U. S. Tariff Commission) gives a fairly 
good idea of the size of the industry. This is a different picture 
abroad, since trade-press data are frequently totally missing. 
Many of the journals, for one thing, are published by the trade 
association and not private, profit-minded publishers and appar- 
ently do not need survey data to sell ads. Often there is only one 
journal in a field, and to reach Lebanese pharmacists, you have to 
use the journal of the Lebanese Pharmaceutical Association, or 
else. 

Government data may be available, but are often late, and fre- 
quently in such large-basket categories that they are meaningless. 
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For example, pharmaceuticals is usually included in one figure 
for chemicals. Since these chemicals include bulk items such as 
sulfuric acid, the pharmaceutical part of it is dwarfed and the fig- 
ure becomes useless. This situation of large categories also pre- 
vails frequently in the export and import statistics, which makes it 
most difficult for developing quantitative estimates of foreignmar- 
kets for individual products, 

One source of data which U.S. companies have usually relied 
upon is the U. S. foreign trade statistics, and they are, of course, 
helpful. Nevertheless, any newcomer to the field of international 
market research should rely on these U.S. figures with some 
caution. The difficulty arises from the depots and warehouses 
which many U. S. companies maintain overseas. Again, for exam- 
ple, the quantity of penicillin shipped to Panama is amazing. The 
answer is that the drugs are shipped to depots (of course) and are 
forwarded to other Latin American markets and even to the Far 
East. Other favorite depot spots are Belgium and the United King- 
dom for shipping to the Sterling Area. So, references to U, S. ex- 
port data can mislead seriously on the total volume of business 
done in that industry by U. S. manufactur .’s, to say nothing of the 
non-U, S. manufacturers’ volume, 

There is no need to list the many industries which now find that 
some of their toughest competition comes, rot from U. S, firms, 
but from foreign manufacturers. Again in the pharmaceutical 
field, a quantitative evaluation of a Latin American market which 
does not include data on German, French, English, or Italian im- 
ports would be useless. Therefore, it is necessary to base this 
market estimate on that country’s import data. Where these are 
either too outdated or in categories too large to be useful, an in- 
dividual company may be able to gather its own import statistics 
by having a statistical clerk go through the import licenses and 
tabulate the results. In the case of India, one company kept abreast 
of imports by tabulating landing certificates locally at each of 
three main ports. 

The other method by which to get at this problem of the total 
volume done in an industry in a particular country is to obtain ex- 
port data published for each of the main producing countries and to 
compile their exports to the market. This is a cumbersome meth- 
od, but frequently more reliable than local import statistics. 

Production data such as those published by the U.S. Tariff 
Commission are seldom up-to-date or in small enough categories. 

The next step in the quantitative analysis of the market is to 
try to establish who is whom—that is, what are the sales volumes 
of some of the main suppliers, whether these are importers or 
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local producers. For subsidiaries, of course, no financial data 
are published, but even local manufacturers rarely publish finan- 
cial statements, such as those required by theS.E.C. here. There- 
fore, one is forced to rely on interviews with the leaders of the 
industry. Frequently they are rather secretive, so the quantitative 
analysis becomes ‘‘an average of guesses’’ and there is little to 
be done about it. 

Leaving the field of published data, it is worthy of mention that 
individual market surveys are becoming more common overseas. 
There are increasing numbers of research organizations estab- 
lished abroad, as well as some of the international publishing com- 
panies, which use their overseas reporters for market research 
work. These are also the beginnings of the quantitative type of 
audits, which are common here in the States. Store audits at the 
retail and wholesale levels give projectable data for foods and 
some of the proprietary items sold in drug stores. 

One important problem in both the audits and the one-time 
surveys abroad is the lack of information on the universe, or total 
group of whatever industry under investigation. A good statisti- 
cian can apply proper sampling procedures to a market survey, 
but it is difficult to project the sample data collected in 30 phar- 
macies, if there is spotty information on the total number of drug 
stores in, for example, Iran, where many drugs are sold by whole- 
salers in the bazaar. For this reason, agencies planning to proj- 
ect market or sales volume data, frequently have to conduct their 
own census of the industry first, before they can establish the 
necessary projection ratios. 

At the same time, Canada and some individual countries in 
Europe have some excellent statistics, while many others in Latin 
America or the Near East have practically no statistics. 

A tool which is quite useful in evaluating foreign markets as a 
whole is a privately constructed Economic Index for a number of 
major foreign markets. This is exclusively a relative measure 
which tells what share of a settotal each country should contribute. 
To reiterate—it is only a relative measure; it is nothing absolute. 

In our index, for example, we use the following factors: 


1. Population. While population per se does not constitute a 
ready market for pharmaceutical products, the number of persons 
in a country indicates the maximum number of potential customers. 
The actual figures were obtained from the U. N. Monthly Bulletin 
of Statistics. 

2. Value of Total Imports. This factor is included in order to 
show the affluency of each country in terms of foreign exchange, 
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whether this be U.S. dollars or any other currency. If a country 
does not have any foreign exchange, its purchases of our products 
are necessarily limited. The statistics on total imports in U.S 
dollars were obtained from the United Nations andthe International 
Monetary Fund. 

3. Gross National Product. The G. N. P. figures were included 
in the index in order to give some weight to the degree of econom- 
ic development and wealth in each country. They were obtained 
from the Economics Section of the U. N. Secretariat. 


MEDICAL FACTORS 


1. Number of Doctors. Since most of our products are pre- 
scription items, the number of doctors available to do the pre- 
scribing is an important factor in sales. Even in countries where 
prescription drugs are sold freely over the counter, some drugs 
usually need to be recommended by a physician before a patient 
will buy them. The information on the number of doctors is taken 
from our own reports from the field. 

2. Number of Hospital Beds. The number of hospital beds is 
an indicator of the medical development in each country. The data 
were supplied by the field and by the World Health Organization. 

3. Number of Drug Stores. Since pharmacies constitute the 
major channel of distribution for our products, the number in each 
country is of vital importance. The information is based on re- 
ports from the field. 


Each of these factors is then converted into a percentage of the 
total, so that various weights can be applied to them in relation to 
their impact on our industry. These weights are then applied to 
each factor individually and a new total arrived at for each country. 
These aggregates are then added together and their total equals 
100. Then each country is given a percentage of that total and that 
is its Index figure. 

The basic data used change constantly so that it is necessary 
to work out a new Index each year, which in turn is beginning to 
reveal some interesting trend data. 

How do we use this Index? One of the first things we do with it 
is to rate the sales performance of each country. Actual sales for 
this group of countries equals 100, and then work out what their 
theoretical share of these total sales would be according to our 
Index. This theoretical figure is then divided into the actual sales 
figure achieved and this gives the country a sales rating. 

In order to avoid the difficulties which arise from the different 
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pricing policies and levels which prevail in the different countries, 
no dollar figures are used. Everything is calculated in grams for 
our purposes. Because we use this Index on specific products, 
and not on the total sales operation, we can tell a subsidiary in 
one country that it is doing well on products X and Y but poorly on 
product Z. We have even gone so far as to apply it to various 
strengths of one drug and tell each country how it fared on each of 
them, and where marketing efforts might best be employed. 

It may be of some interest to note that we have empirically re- 
lated the Index of foreign markets to the U.S. For a number of 
reasons it is felt that it is not valid to use the same factors enu- 
merated earlier for arriving at a rating for the U. S. market. For 
example, the value of total imports is meaningless here. There- 
fore, we have arbitrarily assigned a ratio to the U.S. : Canada 
relation (7%) and from there we can relate to the rest of the world. 
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D. Implementing the Marketing Concept 


13. “AN INTERPRETATION OF THE 
MARKETING CONCEPT” 


Robert J. Keith* 


rIL a few hundred years ago, astronomers had great difficulty 
in predicting the movements of the heavenly bodies. Their 
charts and computations and celestial calendars enabled them to 
predict the approximate position of the planets for any given date. 
But actual observation always revealed a variance from their cal- 
culations, 

Then in the sixteenth century a Polish scientist named Nicolaus 
Copernicus proposed a very simple answer to the problem. 
‘‘Look,’’ he said, ‘Sif we assume that the sun, not the earth, is at 
the center of our solar system, and that the earth moves around 
the sun rather than the sun around the earth, then all our calcula- 
tions will prove correct.’’ 

The proposal raised a storm of controversy. Everyone knew 
that the earth was at the center of the universe. But another sci- 
entist named Galileo put the theory to test through actual observa- 
tion—and it worked. The result was a complete upheaval in scien- 
tific and philosophic thought. 

This total reversal of man’s point of view about the nature of 
the universe in which he lives came to be known as the Copernican 
Revolution, Its effects are still felt today, 300 years after Coper- 
nicus died, 

I mention it this morning because I see my company, and Amer- 
ican business in general, in the midst of a Copernican Revolution— 
a complete reorientation of thought and point of view. No longer is 
the company at the center of the business universe; today the cus- 
tomer is at the center. 

And the implications of this reversal are as widespread in the 
world of business as were the implications of Copernican theory in 
the world of astronomy. Today our attention has moved from prob- 
lems of production to problems of sales; from the product we can 


*Robert J. Keith, Executive Vice President, Consumer Products Group, and 
Member of the Board of Directors, The Pillsbury Company. 
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make to the product the customer wants us to make; from the com- 
pany itself to the marketplace it serves. 

Of course the implications of this Copernican Revolution in 
business are not yet fully realized. But the theory has been ad- 
vanced, and tested sufficiently to prove its early exponents correct. 
Among these early exponents were the members of the American 
Marketing Association. The first exponent of the theory within my 
own company was Robert T. Browne, your able vice president of 
the marketing management division. 

I would like to trace for you the way in which the revolution 
came about at Pillsbury—not because the pattern is unique; but, 
on the contrary, because our pattern is a typical pattern, reflect- 
ing in each of its stages the classical evolution of the marketing 
concept in American business. 

Today in our company the marketing concept finds expression 
in the simple statement, ‘‘Nothing happens at Pillsbury until a sale 
is made.’’ 

This represents a basic reorientation on the part of our man- 
agement, a veritable Copernican Revolution. For there was a time 
when the teleological ordering of functions in our business placed 
finance first, production second, and sales last. 

How did we arrive at our present point of view? Our progress 
may be divided into four eras. These eras parallel rather closely 
the classic evolutionary pattern for the marketing concept in 
American business. 

First was the era of manufacturing. It began with the founda- 
tion of our company in 1869 and continued on into the early 1930s. 
It is significant that the tdea for the formation of our company 
came from the availability of high-quality wheat and the proximity 
of water power—not from the availability and proximity of growing 
major market areas, or the demand for better, cheaper, more con- 
venient flour products. 

Of course, these elements were potentially present. But the 
two major elements which fused in the mind of our founder, Charles 
A. Pillsbury, and which prompted him to invest his modest capital 
were, on the one hand, wheat; and on the other hand, water power. 

In this his thought and judgment closely paralleled the business 
thought of his day. And this thought was adequate and proper unto 
the times. 

Our management philosophy in that era could have been stated 
thus: ‘‘As professional flour millers, blessed with a supply of the 
finest North American wheat and with excellent milling machinery, 
we turn out flour of the highest quality. We know our product is 
good because it meets our professional standards of quality. Our 
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function is to mill high-quality flour, and of course, we must hire 
salesmento sell it, just as we hire accountants to keep our 
books.’’ 

Here is a second point which is significant in tracing the evo- 
lution of the marketing concept at Pillsbury. Our first expansion 
into the area of new products was the introduction of middlings— 
the bran left over after milling—as feed for livestock. Millfeed, 
as the product came to be known, proved a valuable product for us 
because it was an excellent nutrient for cattle. But the impetus to 
launch the new product came not from a consideration of the nu- 
tritional needs of cattle, nor from an analysis of the feed market. 
It came primarily from the desire to dispose of a by-product! In 
other words, the decision to launch our first new product was 
largely manufacturing-oriented, not marketing-oriented. 

In the 1930s we moved into our second era of development as a 
marketing company, under the leadership of men like Bob Browne. 
This was the era of sales. For the first time we became highly 
conscious of the consumer, her wants and her prejudices, as key 
factors in our business equation. Under Bob Browne’s leadership 
a commercial research department was established to provide 
facts about the market; facts arrived at scientifically, not by hunch 
or fortunate accident. 

We also became conscious of our dealers, the wholesale and 
retail grocers, through whom we must go to reach the consumer. 
With the acceptance of the consumer concept and the dealer con- 
cept at Pillsbury, we made the first step along the road to becom- 
ing a marketing company. But we still had a long way to go. 

Our corporate philosophy in that era could be summed up like 
this: ‘“‘As a flour milling company, manufacturing a number of 
products for the consumer market, we must havea first-rate sales 
organization which can dispose of all the products we can make at 
a favorable price. To accomplish this objective, our sales force 
must be backed up by consumer advertising and market intelli- 
gence. Our salesmen should have all the tools they need for mov- 
ing the output of our plants to the consumer.’’ 

Still not a marketing philosophy, but we were getting closer. 


INTRODUCTION OF MARKETING 


It was with the opening of the current decade that we truly en- 
tered the marketing era at Pillsbury. The amazing growth of our 
consumer business as a result of the introduction of baking mixes 
provided the immediate impetus. But the groundwork had been 
laid by men like Bob Browne who developed our sales concepts in 
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the middle ’Forties and has since been engaged in thinking through 
our modern marketing concepts. 

With cake mixes, the products of our research program, ring- 
ing up sales on the cash register, and with the realization that re- 
search and production were capable of producing literally hundreds 
of new and different products, we must have a set of criteria for 
selecting the kind of products to manufacture. There must be an 
organization for establishing and maintaining these criteria, and 
for attaining the maximum possible sale of the products selected 
under it. We needed, in fact, to build into our company a function 
which would direct and control all of the other corporate functions 
—from procurement, to production, to advertising, to sales. 

Our answer was to establish our modern marketing department. 
The criteria set up to determine which products to market were 
to be the criteria of the consumer herself. Our purpose was no 
longer to mill flour, nor to manufacture a wide variety of products; 
but to satisfy the needs and desires—both actual and potential—of 
the consumer. 

Our first move in implementing the marketing concept at Pills- 
bury was to transform our small advertising department into a 
marketing department. This was more than the changing of a name 
on the organizational chart. It required the introduction of a new 
concept—the brand manager concept—which called for total ac- 
countability on the part of men operating under it. 

Our brand manager concept is the very backbone of our entire 
marketing function. Briefly stated, it is a concept of a brand man- 
ager directing the marketing of his product as if it were his own 
business. Short of profit and field sales responsibility, he has the 
complete responsibility on the marketing of his product. This in- 
cludes: product, pricing, commercial research, competition, 
agency, home service and publicity, production, legal, budget, ad- 
vertising, sales promotion, and execution of plans. 

But marketing at Pillsbury is not an executive, although we 
have a man who carries the title ‘‘marketing director.’’ It is not 
a department, although we have a marketing department. Rather 
marketing is a function which permeates the entire organization, 

Marketing is viewed in our company today as the function which 
plans and executes the sale—all the way from the inception of the 
idea, through its development and execution, to the sale to the 
customer. Marketing begins and ends with the consumer. ‘The 
idea for a new product is conceived after careful study of her 
wants and needs, her likes and dislikes. With the idea in hand, the 
marketing department functions as a universal joint in the corpor- 
ation, marshalling all the forces of the corporation to translate the 
idea into product and the product into sales. 
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When we first began operating under this new concept in the 
early years of this decade, we encountered the problems which 
always accompany any major reorientation. The Copernican Rev- 
olution was not accomplished without difficulties and momentary 
setbacks. Our people were young and frankly immature in some 
areas of business. They were not yet whole men. But they were 
men possessed of an idea and they pressed and fought for it. The 
idea was almost too powerful for the fabric of the corporation. 
While the marketing concept proved its worth in reaching the con- 
sumer, it upset many of the internal balances of the corporation. 
This was inevitable when you considered the Copernican nature of 
the new movement. For the company, with its delicate internal 
balances, was no longer at the center of the system; the consumer 
was now at the center. 

Marketing-oriented decisions resulted in peaks and valleys in 
production schedules, in labor, and in inventory. But the system 
worked. It worked better and better as maverick marketing men, 
idea-motivated, became whole men, motivated for tonnage and 
profit. 

Today, marketing is coming into its own. We stand on the brink 
of the fourth major era in our development. Allow me to briefly 
recapitulate the pattern so far: First came the manufacturing era, 
followed by the sales era which was superseded by the marketing 
era in the early years of this decade. The fourth era, which we 
are just now entering, is not easy to describe. I think of it this 
way: we are moving from a company which has the marketing 
concept to a marketing company. 

Marketing today sets company operating policy short-term. It 
will come to influence long-range policy more and more. Where 
today consumer research, technical research, procurement, pro- 
duction, advertising and sales swing into action under the broad 
canopy established by the marketing department, tomorrow capital 
and financial planning, ten-year volume and profit goals will also 
come under the marketing aegis. Marketing, more than any other 
corporate function, must be tied to top management. 

Today the head of our marketing department knows more about 
our inventories than anyone in top management. Tomorrow’s mar- 
keting men must know capital financing and the implications of 
marketing planning on long-range profit forecasting. Today tech- 
nical research receives almost all its idea guidance and direction 
from marketing; tomorrow marketing will become a more creative 
function in the advertising area, both in terms of ideas and media 
selection. 

If I may be permitted an aside on this point, it is my opinion 
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that advertising agencies do not yet realize the depth of marketing 
planning. A representative of one of the nation’s leading agencies 
sat in my office recently and I asked him what the position of his 
agency was on the subject of marketing. ‘‘Oh,’’ he said, ‘‘we con- 
sider marketing a very important part of advertising.’’ This 
agency is overdue for a Copernican Revolution, a complete inver- 
sion of point of view. For we at Pillsbury consider advertising an 
important—but by no means inclusive—part of marketing. 

To summarize, we are entering an era in which marketing will 
become the basic motivator for the entire corporation; in which 
marketing men will be whole men, totally responsible and ac- 
countable for the state of the business in their areas. We are en- 
tering an era in which every activity of our business organization 
from finance to sales is aimed at satisfying the needs and desires 
of the consumer. 

When that stage of development is reached, the Copernican 
Revolution will have been completed. 
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14. “A BUSINESS EDITOR’S VIEW OF 
MARKETING TODAY” 


Sol Fox* 


ISCUSSIONS of marketing usually put the emphasis on market- 
ing management. Without meaning in any way to minimize 
the importance of that position, I think the emphasis is misplaced. 
It is my view that the prime responsibility for the success of a 
company’s marketing efforts rests with the chief executive officer. 
The field manager in baseball can only use the tools and oper- 
ate under the basic policy and strategy provided for him by the 
front office. Similarly, the marketing manager can operate only 
with what he has been given and call plays within the strategy 
lines laid down for him by the front office. The ground rules are 
different and specific procedures vary, but the situations are bas- 
ically quite analogous. More pennants have been lost in the front 
office than on the playing field. And more profits, too. 

It seems to me that corporate management is too often too 
conscious of its supervisory and administrative responsibilities. 
It hasn’t often enough emphasized the leadership aspect—except in 
production and finance, where leadership has produced impressive 
results. The same kind of leadership is urgently needed today to 
create the climate, set the mood for successful marketing. For it 
seems to me that the company’s marketing effort—in the final 
analysis—will only be as good as the direction and inspiration it 
gets from top management. 

Several weeks ago, I talked with the chief executive officer of a 
company which is the biggest in a field of giants. Instead of the 15 
minutes we were to spend on one specific subject, we took more 
than an hour as he ranged over a wide area of marketing theory, 
practice and possibilities. His enthusiasm was reflected in his 
company’s marketing operations. His company is the biggestin its 
field. His marketing department is recognized as the best. 

It is no accident. A long time ago this company head recog- 
nized the importance of marketing, and his responsibility in it. 
His interest, spirit and leadership—in setting policy and in select- 
ing and motivating some outstanding marketing executives—gave 
his company the base for its successful operations. 


*Sol Fox, Senior Editor, Printers’ Ink. 
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An executive in the personal grooming aids field told me re- 
cently, ‘‘We made every selling mistake in the book and a few we 
invented. Then we called in help and overhauled the business from 
the top up.’’ 

His point, from the top up, is well taken. In his company (as in 
so many others) the president was the big obstacle to progress in 
marketing. He was an old-fashioned tycoon who liked things the 
way they had been and saw no need to change, even as sales and 
profits fell drastically. To his credit, when he came to understand 
his responsibility and the needs of the company, he became a con- 
vert to the marketing concept. 

The company is reorganizing. 

The president’s understanding is making it easier. He has 
prepared himself and his staff for sweeping change. Incidentally, 
his sales manager knows he is not prepared to be a marketing 
manager. He will retain his present title. The company is seek- 
ing an experienced marketing manager outside. 

It started with management in this case because it always 
starts with management. In every area—finance, production and 
marketing—top management must make possible the development 
and application of solutions to problems. And nowhere is this 
more necessary than in marketing today. 

Unfortunately, some over-eager converts tend to exaggerate the 
advantages of marketing concept orientation and organization— 
especially organization. They seize upon the concept and the in- 
tegrated organization flowing out of it as a sure cure, a panacea. 

As clearly as I can judge, the marketing concept is a vehicle 
for keeping pace with the changing customer and his market and 
for harmonizing the selling functions to meet the constant change. 
Emphasis on research—into the market and consumer behavior— 
provides a factual, realistic base for planning. The new techniques 
offered, and the principle of integrating and coordinating the old 
and new selling tools, give the company its strongest possible or- 
ganizational front. 

The marketing concept could hardly eliminate all problems. 
But it seems to give its adherents a surer approach to dealing with 
problems. As for organization, what works for one may not for 
another, because organization is based in each company on differ- 
ent conditions. 

Still, so many prefer the easy way. They say the marketing 
concept means you pull together sales and advertising, add re- 
search, give somebody the title marketing manager and you’re in 
business. This meaningless realignment of functions in a paper 
organization is a mechanical approach to a dynamic problem. 
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As I have seen the marketing concept work, integrated organi- 
zation follows a particular kind of understanding and orientation 
toward the customer. That orientation was put in an interesting 
way by Edwin E. Ebel, vice president advertising services, Gen- 
eral Foods, in a talk last fall before a special marketing con- 
ference of the National Industrial Conference Board. 

Ebel said: 

“So long as man thought the earth was the center of the uni- 
verse, a true understanding of it was impossible. Only after 
Copernicus came up with the theory that the sun was the center, 
and our little earth was just one of several planets~only then were 
the astronomers able to make correct observations and reach 
sound conclusions. . .Now, if we think of our product as the center 
of a small business universe, we are as wrong as the ancient 
Greeks. Actually the consumer is the center of the business uni- 
verse, and any product is simply one of a legion of planets that 
move around the consumer.’’ 

Marketing organization begins with top management’s under- 
standing that any product is only one of increasing thousands of 
products trying to attract customers into its orbit. 

Everyone talks about customer orientation, playing variations 
on the often heard view that the customer is king. But does every- 
one saying it believe it? Especially, does top management believe 
that it must satisfy the customer as a prime condition of staying 
in business? If so, why do management still put so much emphasis 
on cost-cutting rather than improved profitability? The two aren’t 
synonymous, as some companies have found when they mechan- 
ically cut costs—and customers, too, in the process. 

Why do companies put out shoddy or improperly-designed 
products in the face of consumer resentment and resistance? Why 
don’t they do more to solve the problems connected with service? 
Shouldn’t customer orientation mean an all-out effort to learn as 
much as possible about what the customer wants to buy and why? 
More of this research could go a long way toward reducing the 
mortality rate of new products which pour into the market—so 
often without rhyme, reason, or customers. 

One question arises, for the auto makers and for all other 
product marketing men faced with small but persistent challenges 
from special products: 

Are people buying big cars because they prefer them? Or, are 
at least some of them buying the big cars because these are most 
easily available, most convenient to buy? In short, are some buy- 
ers patronizing the big cars because this is the only wheel in 
town? If this is the case, then changes are indicated. 
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Still on the subject of satisfying customer’s wants, all cus- 
tomers’ wants. Recently I tried to buy a shirt in Philadelphia. I 
knew what I wanted: a particular style which, while perhaps not 
the most popular, certainly is not unique; I see several in the 
audience wearing the style I wanted to buy. I was willing to buy 
any brand except one. I had had a hard time with a couple of those 
shirts. The shirts are attractively styled and creatively adver- 
tised. But in the two I bought some time ago, the cloth seemed of 
poor quality and the workmanship faulty. I didn’t want more of the 
same, 

So, I set out on what became an expedition to avoid buying the 
brand I didn’t want. I stopped in five stores—one was a top-qual- 
ity, top-grade store, two were in the medium-price range, one a 
moderately-priced chain store and the other a department store 
with great variety in different departments. In every case, the 
first shirt offered was the brand I didn’t want. In each case, the 
salesman tried hard to sell this shirt. None of the stores had the 
style I wanted in any other brand until I finally reached the de- 
partment store. There I found a shirt in the desired style—under 
the store’s private label. 

First, a lot of the shirts in the particular style I wanted are 
being sold, apparently most of them under the one brand I didn’t 
want, 

Somebody has found a market and has developed a product to 
satisfy it. 

The advertising is admirably suited to the product. 

The shirt has heavy distribution. 

And it is getting strong in-store support. 

It might be said that these are all problems for the marketing 
department. They should be, but I don’t think they are. For the 
most knowing marketing department operates under directive from 
and in response to the prejudices of top management. I would still 
like to know how much marketing research has had to do with De- 
troit’s hesitation in re-tooling for small cars. 

It is impossible to avoid top management responsibility in the 
basic marketing decision—and the responsibility cannot be dele- 
gated. 

I’ve tried to make the point that successful marketing has to 
begin with understanding and sympathetic top management, It has 
been proved out in many, many cases. If top management has the 
vision to accept the need for change and the intelligence and 
strength to lead, then the company has a good part of its marketing 
battle won, 
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15. “A MARKETING VIEW OF 
BUSINESS POLICY” 


Wroe Alderson* 


Phen half score years ago your speaker brought forth at this 
annual conference a speech, readily divisible into two parts, a 
serious thesis and a deadpan spook, and dedicated to the fallacious 
proposition that an audience can understand a speaker who is talk- 
ing out of both sides of his mouth at once. Your speaker has spent 
the ensuing ten years trying to live up to the serious ideas evident 
in embryo in that talk and to live down the disastrous attempt at 
clowning. Your chairman was among those present on that trying 
occasion at Cleveland ten years ago. The face that he has invited 
me to speak today encourages me to believe that my penance is 
complete and that absolution has been granted. 

In deference to the Chairman, I quickly abandoned the first 
notion which occurred to me as a title for my talk, namely, ‘‘How 
Organization Man Uses Hidden Persuaders in the Affluent Soci- 
ety.’’ I am persuaded that the Whytes, the Packards and the Gal- 
braiths are funnier than I am, either consciously or unconsciously. 
Consequently, I have chosen the straightforward title ‘‘A Marketing 
View of Business Policy.’’ I shall now address myself to that topic 
as an earnest and deeply concerned advocate of the marketing con- 
cept and of the major role which this association should play in the 
area of marketing management, 

The American economy is a market-oriented economy. It is 
essential that the top management of successful companies consist 
of market oriented executives. 

Top management executives who accept the marketing concept 
must rely on marketing executives who are knowing and skillful 
users of the techniques of analysis and planning which are still 
being pioneered by the membership of this association. 

What does it mean to assert that the American economy is a 
market-oriented economy? A market-oriented economy, to begin 
with, is one in which consumers obtain most goods and services 
through the market and in which the dynamics of the economy are 
governed essentially by consumer sovereignty. 

Our economy today is surely not the subsistence economy of 
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colonial times which we were still fighting our way out of when 
Lincoln spoke at Gettysburg. Increasingly, our wives are skilled 
buyers, as in sharp contrast with their great grandmothers who 
were primarily skilled operators of household industries, 

Our economy is surely a long way from the state capitalism of 
Russia under which the flow of consumer goods is inadequate in 
quantity and dreadfully dull in character. Here we seek to maxi- 
mize the production and use of consumer goods, and, incidentally, 
to broaden the economic base which can support essential govern- 
ment expenditures for civil or military requirements. 

Ours is not the raw materials economy of some underdeveloped 
countries in which natural resources which might support a good 
life for all are being steadily depleted to provide luxury for a few. 
It is true that these raw-materials producers are dependent upon 
markets, but that is not market orientation, 

Ours is not the economy of some European countries dominated 
by market-sharing cartels and by caste-bound petty tradesmen. 
We not only welcome change in our society but reserve our grest- 
est rewards for the innovator, Profits in our system are for those 
who develop products which expand the range of consumer choice 
or who find better ways of bringing products to market. 

Finally, ours is not the economy of classical economic theory. 
The theorist here typically assumes that the demand follows pro- 
duction rather than the reverse. In marketing we know that in- 
vestment in specialized and automated capacity, to achieve greater 
productivity, must follow from a careful assessment of potential 
demand. The theorist usually assumes that exchange transactions 
are costless, but one of the essential tasks of the marketing prac- 
titioner is to reduce transactional costs which might otherwise be 
prohibitive. Another economic postulate is that perfect knowledge 
of markets is a prerequisite for perfect competition. Fortunately, 
perfect knowledge is not essential to workable competition since 
the quest for perfect knowledge would bankrupt any firm which 
adopted it as a fixed goal. 

What does it mean to say that top management must consist of 
market-oriented executives? Certainly, nothing is more signifi- 
cant to the top executive than his sales expectations. In critical 
situations I have even seen top management pacing the floor wait- 
ing for a report on yesterday’s sales, but market orientation is 
more than that. If a man without a marketing background or un- 
derstanding of the marketing concept is suddenly catapulted into 
top management responsibility and comes to realize that all of 
his crucial decisions are now inherently marketing decisions, he 
has some cause for worry. 
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Many top executives are star salesmen, even though they have 
never served in a full time sales capacity. One of their greatest 
values to their firms may be as charming hosts for leading cus- 
tomers or as shrewd negotiators of major contracts. A company 
president who is not consciously exerting any sales effort at all 
may be the ideal symbol for the corporate image the firm wishes 
to project as part of its effort to maximize sales. But personal 
selling, however effective, is only one aspect of marketing. 

The highest function of the top executive is to think in terms of 
a system of action, to control or influence the behavior of the sys- 
tem in ways that are favorable to maximizing its output, and to 
remodel or rebuild the system should changing conditions render 
it obsolete. The system of action which he must try to understand 
and direct embraces not only the resources and employees of his 
firm but the actual and potential customers for its products and 
the distribution channels by which the firm reaches its customers. 
rhe greatest uncertainties within this system of action are those 
which lie beyond the limits of corporate ownership and control. 
The problems which will offer the greatest challenge to his crea- 
tive imagination and objective judgment are problems which arise 
in the market place. 

As he works his way into the all-embracing task of top manage- 
ment, the top executive may remember with some embarrassment 
the more limited perspective which he reflected in the past. If he 
comes out of production management, it would be surprising in- 
deed if he had never censured the marketing department for not 
providing the firm figures on expected requirements which would 
facilitate his operations. If he will search his memory, he may 
recollect some statement to the effect that he could scarcely be 
expected to avoid fluctuations in production unless marketing was 
willing to specify the monthly or weekly quantities required for 
each product in the line. Similarly, when chided for swollen in- 
ventories, he may have replied that scientific inventory control 
was impossible unless marketing was ready to set cost figures 
against lost sales. 

If the top executive comes out of research and development, he 
may now for the first time see some of his most cherished tech- 
nical projects in the cold light of market acceptance and expected 
sales and profits. Faced with the urgencies of potential competi- 
tive developments, he may be forced to take some risks in the 
market introduction of products not yet fully perfected, which 
would have previously seemed intolerable to his scientific spirit. 

If he comes out of accounting and finance, he may wonder how 
he could have ever been so stiff-necked in resisting pleas for 
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functional cost analysis or statistical analysis of sales records to 
guide management decision. He will undoubtedly acquire a new 
vision as to the place of long range market forecasts in an invest- 
ment program and as to degree of flexibility requisite to sound 
marketing in operating under an expenditure budget. 

Even if the top executive comes out of sales and advertising, he 
will find that he now needs a greater depth of understanding of 
marketing rather than less. He may have interpreted his past 
role in terms of unwavering loyalty to his sales force in order that 
they in turn might be loyal to him. He may have acted as an ad- 
vocate for a constantly increasing advertising budget on the as- 
sumption that the adverse forces were so strong that any budget 
approved would never be quite enough. As a top executive, the key 
issue lands squarely in his lap, namely—what is the right amount 
to spend for sales and advertising?—neither too little nor too 
much. 

More and more, executive preferment will come to those pro- 
duction managers, controllers, research directors, sales and ad- 
vertising managers who manifest some understanding of the broad- 
er marketing concept even while filling subordinate roles. More 
and more, training for the ultimate responsibilities of top manage- 
ment will include a substantial marketing component inthe mix. 

A man who is headed for top management will find a number of 
his peers in this association. I can illustrate this trend with Bob 
Elder, president of the Plax Corporation and former vice presi- 
dent of Lever Bros.; Bob Sessions, executive vice president of 
Mead Johnson and Company and vice president-elect of this asso- 
ciation, and Bob Browne, vice president of both Pillsbury, Inc., 
and this association and chairman of our meeting today. 

What does it mean to say that we need marketing executives 
who are knowing and skillful users of techniques pioneered by 
members of this association? 

On the one hand, he should appreciate both the potentialities 
and the limitations of the analytical techniques now available in 
solving marketing problems. On the other hand, he should recog- 
nize that the greatest pioneering in systematic decision-making 
still lies ahead and that these advances cannot happen without his 
collaboration. I am referring particularly to the discipline of 
marketing planning, currently a backward art compared to the 
progress which has been achieved in marketing research and anal- 
ysis. 

The stereotype of the self-sufficient executive making one quick 
decision after another is no longer appropriate in complex and dy- 
namic markets. It is characteristic of marketing decisions to be 
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linked together in interdependent groups. Marketing decisions are 
linked from customer to customer, from product to product, and in 
time. A major decision, made in isolation, will almost inevitably 
make other decisions doubly difficult. Planning is the process of 
weighing the net effect of a group of inter-dependent decisions, 
The planning process provides a framework for strategic decision, 
a framework that is continuously adjusted to the state of the action 
system. 

A systematic discipline of marketing planning will provide the 
future pattern of collaboration between an analytical staff and the 
decision-maker in marketing. This pattern will embrace all of the 
tested procedures of research and analysis which are now estab- 
lished in marketing. It will use analytical models and electronic 
simulation of marketing systems which we are only beginning to 
explore. The difference is that when this approach to planning is 
fully developed, our present conception of a sequential attack on 
one problem after another will be largely superseded. 

In one sense, effective planning is the stock-piling of pre- 
fabricated or semi-fabricated decisions. By determining what 
should be done in a specified type of repetitious situation, a plan 
provides in advance for hundreds of such occasions. In another 
sense, planning is like a tool factory turning out the instruments of 
more detailed decision-making. 

To summarize, a fully developed discipline of marketing plan- 
ning would accomplish three things: 

a. The mass production of decisions concerning repetitive 
situations, 

b. The design of decision rules for handling less frequent and 
more diverse situations. 

c. The maintenance of a comprehensive and up-to-date frame- 
work for guiding strategic decisions. 

I am really talking here about something that is broader even 
than planning. I began by asserting that we live in a market-ori- 
ented economy which must be guided by market-oriented executives 
and then attempted to suggest how planning canand must contribute 
to systematic decision-making. I am attempting to speak today in 
prophetic mood rather than in didactic tones, to picture what can 
be done rather than to describe current practice. 

Let us now look briefly at one more question which may have 
come to your minds in the course of this talk. What does all of 
this have to do with the American Marketing Association and its 
program for attracting and serving marketing management? Sim- 
ply, that the subject of greatest moment for the marketing execu- 
tive as well as for the marketing teacher or the market analyst is 
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the structure of the decision-making process. The marketing 
executive who can see beyond the limits of his particular company 
or product field will find much in common with the two groups 
which now constitute our membership. They need his help in pre- 
paring marketing students for executive responsibility and in edu- 
cating themselves to the changing needs of marketing management. 
He will obtain in return an enriched understanding of the marketing 
concept which is now in the forefront of advanced management 
thinking. 

We are not advocating here the expansion of this association’s 
activities for its own sake. The chief reason why people should get 
together in a professional association is because they have some- 
thing to do together. The task should be one which cannot be done 
as well or as rapidly, if it can be done at all, without concerted ef- 
fort. I recommend as such a task for our membership, present 
and potential, a drive toward program in systematic decision- 
making through marketing planning, 


16. “THE UTILITY OF MARKETING TOOLS 
IN THE ACCOMPLISHMENT OF 


MARKETING OBJECTIVES” 


Burton F. Bowman* 


eo total marketing concept probably evolved, at least in 
part, from the introduction of marketing research into modern 
business. Virtually all marketing researchers will agree that the 
most important principle of marketing research is the defining of 
the problem. The problem can be defined in this manner, that the 
business of business is the creating and fulfilling of product user 
needs and desires at a profit. 

Every businessman says that new ideas are probably fine for 
some people, but that his business is different. The American 
Cyanamid Company falls into this class, too, but we are able, 
nonetheless, to use the total marketing concept profitably. My 
division of American Cyanamid is the Agricultural Division. A 
recent survey at the retail level found 240 different products or 
package sizes of animal drugs and pharmaceuticals that were sold 
by our division. We list more than 41 products that are used by 
feed manufacturers as ingredients in making all types of animal 
feeds. We sell 47 fertilizer products, 27 insecticides and fumi- 
gants not to mention weedkillers, industrial nitrogen products and 
a line of chemicals for the food industry. How is it possible for 
us to orient our whole business to our product users when we 
have so many products and when our product user may be the 
poultry producer in the Delaware Peninsula, the cotton farmer in 
the South, the Midwestern hog producer, the specialized Iowa and 
Illinois corn grower, the Western cattle rancher, the Wisconsin 
dairyman and a host of other types of agricultural operators? 
Agriculture is really not a single industry but a collection of 
dozens of heterogeneous sub-industries within the broad agricul- 
tural classification, each sub-industry having a host of problems 
which a chemical company such as Cyanamid can solve. From all 
this apparent confusion it might seem impossible for a highly 
diversified manufacturer such as Cyanamid to orient our business 
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to our product users, The truth is that if our business were not 
product user oriented, we would strangle ourselves to death. Our 
diversification and especially, that part of it which developed in re- 
cent years, would never have evolved if we had not been consumer 
oriented, 

The total marketing concept as we practice it is a two-phase 
affair. Phase one is the classical example of the total marketing 
concept. This consists of finding or creating the need, developing 
the product to fit the need and fulfilling the need at a profit. But 
in the chemical business we run into another situation—we develop 
a product for a particular need or we obtain another product as a 
by-product or sometimes as an accident. Then we have to turn the 
total marketing concept around and find or create the needs to go 
with the product. 

The story of Aureomycin® chlortetracycline illustrates this 
two-phase approach. We were one of the early producers of peni- 
cillin, and in supplying this material to the medical profession and 
the armed forces we became aware that wonderful as penicillin 
was, it left a lot to be desired. Market analysis showed that there 
were countless deadly diseases for which it was not satisfactory. 
The medical profession wanted an antibiotic that would effectively 
deal with all types of disease bacteria and viruses. 

Aureomycin® chlortetracycline was developed with the objec- 
tive of covering the entire spectrum of common disease-producing 
bacteria, viruses and fungi. As you see, it came very close to do- 
ing that. Its anti-microbial activity is great. 

The drug itself is a monument to the late Dr. Benjamin Duggar 
who found it by testing literally tens of thousands of molds grown 
from fungi found in every part of the country. From the time the 
first strains were detected in 1945 to the first production of 
Aureomycin® there were three years of extensive market analysis 
and patient and laborious work by scientists, marketers and pro- 
duction experts. Incidentally, 1958 marks the tenth anniversary of 
the introduction of this wonder drug. 

This brings us through the first phase of the marketing con- 
cept. That is, developing the product to fit known needs. We then 
had a yellow crystalline substance that would fight a broad spec- 
trum of diseases, but next came the question, what else would it 
do? Here are some examples of what market analysis and teams 
of scientists, technicians, and an army of others did with the bas- 
ic pharmaceutical. It is now the basis for 35 products for curing 
human diseases. It became the job of oury division to find uses of 
Aureomycin® in the agricultural field. Our scientists were furn- 
ished with market analysis data showing incidence of animal dis- 
eases and the potential markets each disease represented. To 
cover these potential markets it was tailored into 30 animal health 
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pharmaceuticals for curing diseases in everything from canaries 
to Texas steers. Thirteen formulas bearing the tradename, Auro- 
fac are used as ingredients by the feed industry to maintain 
health and promote growth in virtually all types of livestock and 
poultry, and Aureomycin® chlortetracycline became the basis for 
a line of 5 chemicals for the food industry. Our development 
teams are still working on other uses. 

The Aureomycin™ story gives an illustration of how a company 
can successfully diversify through a consumer orientation ap- 
proach, I will mention just a few other reasons why we follow this 
philosophy in order to keep abreast of the industries we serve. It 
used to be said that the hardest thing to learn about farming was 
getting up at 5:00 o’clock in the morning, but today agriculture is 
continually changing and getting more complicated. Many of its 
industries are now vertically and horizontally integrated and today 
we see the development of large, highly mechanized farms and a 
consequent shrinkage of the number of small farmoperators. It is 
not uncommon to find farms with regular modern office equipment 
and cost accounting systems. We must not only keep our product 
user, the farmer, in clear focus, but we must look beyond him and 
determine the needs of the ultimate consumer, that is, the house- 
wife, who buys food in the supermarket. American eating habits 
and tastes are changing year by year and the market for food 
products is continually growing and shifting. We have to look 
ahead and estimate what and how much the housewife will want in 
1965 and 1975, and then translate this demand for food products 
into demand for products which we supply to agriculture, 

One of the most productive ways of staying in contact with our 
shifting markets is through marketing research. Of course, Cy- 
anamid does not devote the more than 20 million dollars a year to 
marketing research that it spends on laboratory research and 
technical development, but we believe that we put more time and 
money into marketing research than most companies of our type. 

Another valuable device that keeps us informed is our having 
salesmen call directly on leading farmers. In some cases, they do 
this to promote sales, but an equally important purpose is to keep 
our people informed of what our product user is doing and thinking 
and what his needs are. Calling on farmers is also a good source 
of product ideas. A good number of our Aureomycin™ product 
variations resulted from observing the farmers’ problems first 
hand, 

The total marketing concept, to be effective, must take into 
consideration more than the marketing, technical, and manufactur- 
ing departments. The service departments participate, too, For 
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instance, when credit men are deciding how big a credit limit to 
put on an account, they go mainly by the account’s previous rec- 
ord, but they also exercise a certain amount of judgment with re- 
spect to the character of the individual requesting the credit. We 
have found that it pays to bring some of our accounts face to face 
with our credit men to let each see what kind of person the other 
is. More than once, our credit people have raised their limits 
after they have become personally acquainted with the buyer’s 
management. 

It might appear that the use of the total marketing concept re- 
sults in a committee type of management. We have not found this 
to be true. Modern business consists of a large number of spe- 
ialists. Each specialization has developed its own ways of doing 
things and its own professional standards. Some of these view- 
points are not always compatible with the total marketing concept. 
It takes leadership to get a collection of advertising and promotion 
men, package designers, market researchers, scientists, manu- 
facturing people, credit men, lawyers and financiers to realize 
that the basis of the entire business is its ability to create and ful- 
fill customer needs at a profit. 

Ideally, the leadership should come from the very top of the 
company, and at Cyanamid we are lucky to have this situation. Al- 
though our leadership does come from the top of the Company, we 
find through following the principle of problem definition, that the 
individual in our organization who is nearest to the product user 
focal point is the individual salesman. In a large company and es- 
pecially in a diversified chemical company, the relative utility of 
each marketing mix ingredient has considerable variance depend- 
ing upon the nature of the sales problem and the degree of refine- 
ment to which strategy and decisions must be taken. Our market- 
ing mix includes the usual ingredients: that is, product, selling by 
salesmen, advertising and public relations, promotion, and pack- 
aging; but we place very he.vy emphasis on technical services and 
sales training. Since our sales problems are so diverse because 
of the complexity of the agricultural scene and the complexity of 
the product lines we have to offer, our marketing mix varies from 
sales territory to sales territory and from product to product. 

At times we use across-the-board national media and promo- 
tion, but usually our programs are pin-pointed to individual agri- 
cultural industries and areas. A case in point would be our TV 
Farm Newsreel which was carried on more than 50 television 
stations in high income farm areas. During the past year all the 
commercial messages have been tailored to local needs. The 
majority of our print advertising is directed to specific segments 


124 ADVANCING MARKETING EFFICIENCY 


of the agricultural industry through schedules in specialized hori- 
zontal publications serving the feed milling industry, veterinar- 
ians, cattle growers, broiler producers or various other agri- 
cultural sub-industries. We also run heavy schedules in state and 
local publications and on local radio and television stations. Our 
promotions are also tailored to individual agricultural industries 
or geographic areas. We have no pat marketing mix formula. 

Four of our products and product lines are examples of how 
our marketing mixes vary. First come our Aurofac® animal feed 
supplements. These are various strengths and formulations of 
Aureomycin® which are used as ingredient products by feed man- 
ufacturers in their feed products. Aurofac® maintains livestock 
health and promotes livestock growth. The Aurofac® marketing 
mix primarily depends on a large technically trained sales force. 
Sharing the top position in the Aurofac’ marketing mix is our 
technical service by scientists. These scientists, working in close 
relationship with the technically trained sales force, provide re- 
search and consultation on feeding problems, They prepare and 
supply to the trade highly specialized bulletins on the use of Auro- 
fac® in feeding problems. They conduct field trials and demon- 
Strations using the most advanced methods of statistical control. 
In conjunction with professional motion picture producers, these 
Scientists have prepared and are continually enlarging anextensive 
library of films which in simple language document the benefits 
of Aurofac™ to animal health and growth—animal industry by ani- 
mal industry. Next in importance are advertising and public rela- 
tions. Our Aurofac® trade advertising is for the purpose of sup- 
porting our technically trained sales force and our scientists in 
their relationship with feed manufacturers. It tells the feed man- 
ufacturer how Aureomycin™ will benefit him and benefit his cus- 
tomers. Our Aurofac® advertising to the livestock grower is 
designed to support the feed manufacturer in the sale of his prod- 
ucts containing Aureomycin®,. Our advertising to the farmer tells 
him that having Aureomycin® in his feeds is profitable and insures 
against disease loss and promotes animal growth. To the farmer 
we sell a concept. To the feed manufacturer we sell a product. 

Packaging and promotion come next. Good packaging is neces- 
sary, but it is not of primary importance. Our Aurofac“™ promo- 
tion is not extensive, and here again the purpose is to make it 
easier for the feed manufacturer to sell his products containing 
Aureomycin® 

The next example is Aureomycin® Mastitis Suspension which 
cures mastitis, a high incidence disease among dairy cows. Al- 
though this product’s basic ingredient is chlortetracycline, which 
is also the basis of Aurofac®, the two marketing mixes are 
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substantially different. In this case, primary emphasis goes to a 
large sales force trained in merchandising. Aureomycin® Masti- 
tis is sold through many types of wholesalers and distributors 
and about 25,000 farm supply outlets. Getting and holding distri- 
bution, controlling inventories, displaying the merchandise and 
educating the trade are the salesmens’ primary tasks. Sharing 
top position in its marketing mix, are advertising, promotion and 
packaging. Here our advertising sells our specific product. Spe- 
cial promotions are utilized at three distinct links in the market- 
ing chain, namely, the wholesale, retail and ultimate user levels. 
Our packaging must include identification, imagery and impulse 
appeals not too unlike those of a convenience goods manufacturer, 
but it must also educate the user and make it easier for him to 
utilize the product in a highly specialized use situation. 

Technical service by scientists occupies a subordinate position 
in the marketing mix mainly because we do not have to senda 
scientist with every order as is sometimes the case with Auro- 
fac“. Our scientists, however, supply research and consultation 
where needed, technical bulletins, educational films, and are con- 
tinually running field trials and demonstrations. The scientists 
take second place in the marketing of this product. 

Then come our Phosphate and Nitrogen Products which fall 
roughly into two groups. One group consists of ingredient concen- 
trates which are sold to fertilizer manufacturers who formulate 
them into finished fertilizer products. The second group com- 
prises finished fertilizer products which we sell through farm 
supply channels. The most important part of our phosphate and 
nitrogen fertilizer marketing mix is a special technically trained 
sales force. Again, as in the case of Aurofac®, the sales force 
works in close cooperation with our technical service men. The 
second ingredient in our fertilizer marketing mix is an item which 
ordinarily would not be considered part of a marketing mix, but 
because fertilizers are heavy tonnage, relatively low-priced prod- 
ucts, the location of our production facilities is very important in 
the marketing mix. Strategic advertising, public relation and pro- 
mostion are used, but not nearly to the e.:tent that they are in the 
majority of products in our line. 

The fourth example is our Cyanamid Special Grade Defoliant, 
a product based on our original Cyanamid compound which was 
developed 51 years ago. This product defoliates cotton prior to 
mechanical picking. It is a packaged item and is sold through 
farm supply channels. Defoliants are used by cotton farmers only 
when there has been rainfall just before picking time. This rain- 
fall causes fresh new growth, and the resulting green leaves stain 
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the cotton when it is mechanically picked if they are not removed 
prior to picking. Since the product is useful only when there is 
fresh new growth, the most important ingredient in Cyanamid 
Special Grade Defoliant’s marketing mix is availability when and if 
needed. The hardest job is to have the product on hand at the right 
time, the right place and in the right quantity. Advertising, public 
relations, promotion and packaging are relatively unimportant for 
this product. The advertising we do is highly localized and con- 
veys the message that the defoliants are available in the locality. 

I mentioned earlier that our total product line is a long one, 
We don’t have a distinctly different marketing mix for every prod- 
uct in this line, but we do have several dozen product sub-groups 
with significantly different marketing mix requirements. The var- 
lations in marketing mix caused by geographic differences and 
special area problems show why we have no pat formula for de- 
veloping marketing mixes. The nearest we come to having a 
formula is a reliance on problem definition, the heart of the total 
marketing concept. 

What then are the clues to defining our marketing mix prob- 
lems? First is marketing research which includes continuing 
audits and special tailormade audits at various trade levels, analy- 
sis of changes in animal population data, analyses of changes in 
the economic status of various farmer groups, analyses of our 
marketing programs and those of our competition, blind product 
tests and opinion surveys. Our scientists continually check the 
technical strengths and weaknesses of our products against those 
of the competition. 

Next we obtain from our sales force continuing reports on 
changing conditions and needs and the salesmen’s recommended 
actions which are screened and improved upon by district man- 
agers and the managers of our five virtually autonomous regions, 
Great attention is given the recommendations of the five regional 
managers, each of which manages our business in about ten states. 
All of this information is coordinated by eight product managers 
and product supervisors, 

These are the clues upon which individual future marketing 
mixes are based. The strongest clue we get is one of hindsight 
through expense control analysis and marketing research. From 
the latter, the product manager determines whether his marketing 
mixes have been successful. If share of market remains satis- 
factory or improves, if fixed expense stays in balance or goes 
down, if profit is adequate and if we are successfully removing 
obsolete products from the line and replacing them with products 
with growth potential, he can then determine the adequacy of his 
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particular marketing mixes. He identifies those factors which 
have shown productive results and tries to make them more ef- 
fective. Conversely, he identifies where we are being inefficient 
and recommends corrective action. Thus, the product manager is 
continually defining and reviewing his problems. Our guiding in- 
fluence is the concept that the business of business is the creating 
and fulfilling of product user needs at a profit. By this system, 
we hope we come close to accomplishing our several marketing 
objectives, but we know that at some time or other we utilize all 
of the marketing tools now available to us. 


| 


E. The Strategy of Market Segmentation 


17. “WHAT CUSTOMER PROFILES DON'T 
TELL YOU ABOUT WHO'S BUYING 
YOUR PRODUCT” 


Leslie A. Beldo* 


The Trend to Segmentation 


NCE upon a time, there lived a simple, happy society. Its 
primitive needs of hunger, thirst and survival were satisfied 
by a simple, finite supply of nature and craftmanship. 

Wheat, corn and game filled the pantry. <A _ local gunsmith 
tooled the muskets for skirmishes with ambushing redskins. The 
spinning wheel and hand-loom clothed the settler and his family 
against the winter seeping through the walls of his log house. His 
horse galloped him off to wherever he wanted to go, to town or to 
war. 

The rollicking village tavern was the center of amusement for 
the head of the house, and the rest of the family found their quiet 
divertisements before the hearth. 

A motivation researcher displaced to that time and scene 
would have been out of work. No projective technique or clinical 
insight would have been necessary to probe the psyche of colonial 
America. 

[The basic wants of sustenance and survival would have been 
self-evident, even to a motivation researcher. It was an age of 
simple needs and simple satisfactions. No one had heard of the 
marketing concept. 

After generations of populating the land and shooting the Indi- 
and, after the discovery of gold and oil, after the first assembly 
line, the invention of high-speed presses and the 24-inch tele- 
vision screen, the society still seems to be happy and good, but 
certainly no longer simple. 

And this zs the age of the marketing concept. 

Our motivation researcher is now a modern oracle, and a very 


*Leslie A. Beldo, Research Director, Campbell-Mithun, Inc. (Minneapolis 
office). 
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busy one. His rhetoric of human needs defines our complex 
society. 


Gray-flannel car-coats aren’t bought for warmth on wintry 
days in the suburbs. The buyer already has three coats, She’s 
buying a symbol of class identification and individual expression. 

Who smokes for stimulation anymore? Only a Viceroy can 
help tell the man who thinks for himself. 

A Thunderbird doesn’t get you where you’re going any faster 
(within the law, or any more c mfortably, and certainly no more 
inexpensively, than a 6-cylinder Ford sedan. But the driver isn’t 
traveling. He’s living it up on a high-priced status symbol. 

The booming population and a widening array of real and cul- 
tivated wants have been met by a furious differentiation and coun- 
ter-differentiation of products. New economic principles have 
been summoned to take account and explain. 

Pure monopoly and homogeneous demand are giving up a chap- 
ter to market segmentation and product differentiation in the new 
economics textbooks. 

Sociologists, motivationists, social critics and speech-writers 
stand by volubly helping to explain how the richly diversified wants 
of 20th-century consumers have clustered into market segments 
for American industry. 

We can wash our hair with shampoos for dry scalps, or oily 
scalps, or ‘‘natural’’ scalps. We have shampoos dispensed from a 
tube, a bottle or a jar, medicated shampoos to kill dandruff, gentle 
shampoos for baby, premium-priced shampoos for the discrimin- 
ating, economy-size shampoos for big families. Each has a mar- 
ket segment large enough to make specialized production and 
promotion profitable. 

And unimaginable shampoos of the future wait for new produc- 
tion techniques and new demands. 

Economists point out that 50 million families and new heights 
of prosperity have produced market segments bigger than the total 
national market of years ago. 

Sales of 1958 yellow convertibles were probably greater than 
the total economy of the Revolutionary era. 

Marketing strategists out to segment the market no longer ask 
‘Does the public like this product?’’ 

They ask ‘‘Does anybody like this product?’’ 

And ‘‘Anybody’’ may be less than 1 per cent of American fam- 
ilies, a profitable market if needs are right, quality production 
feasible, and harassed supermarkets willing to add one more item 
to the 6,000 already jammed on the shelves. 

Social and economic dynamics have transformed us from a 
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society of basic drives and simple satisfactions almost to the ex- 
treme of 170,000,000 unique customers. 


Dimensions of Market Segmentation 


‘‘All right, we agree,’’ says the marketing manager, ‘‘that 
expanding consumer needs and product innovations are sweeping 
us into the era of market segmentation. ’’ 

‘*But what are you researchers doing about it? Can you assure 
us of techniques and theory and interpretations that separate the 
true needs of the consumer from her vagaries of the moment? 
How can you predict the direction of innovation and the probable 
market for any combination of product attributes ?’’ 

‘‘What can you do to make me a better marketing strategist? 

What can you do to help us market a profitable product?’’ 

Well, sir, we have motivation research! 

And blind product tests ! 

And we can profile any market by age, sex, income, region, 
education, with probability samples, at the .001 level of signifi- 
cance! 

But management needs more than a simple inventory of wants 
or motivations based on a sample of 100 respondents with its so- 
called finite universe of needs, that honorific alibi for small sam- 
ples. 

Not even the total resources of the Census Bureau at work pro- 
filing the nation’s families would be of much help to the market 
strategist in determining the most profitable directions for mar- 
keting segmentation. 

Someday, management must have sharp definitions of each im- 
portant cluster of consumer needs for a product and the proportion 
in the market fitting that need pattern. 

To be specific, suppose that a product can satisfy in some de- 
gree four basic consumer needs. Let’s say the product is paper 
dinner napkins, 

Paper napkins can satisfy generically the demand for conveni- 
ence, selectively the needs for strength and softness, and the 
esthetic need for attractive design. 

A depth study of 100 housewives might show that women want a 
paper napkin satisfying those needs, in about that order: conveni- 
ence, softness, strength, and beauty of design. 

The director of marketing charged with the responsibility of 
developing a marketable paper napkin ponders these results. 

All paper napkins are a convenience item, more or less, Not 
much help there, unless secondary conveniences in package design 
like a crushproof box might help. 
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But softness, strength and beauty of design. The Ideal: Why 
not a napkin combining attributes that satisfy all three? 

Unfortunately, the marketing strategist admits, the three at- 
tributes at their very best are not quite compatible, technically or 
economically. The beautifully embossed napkin loses softness. 
The softly textured napkin cannot approach maximum strength. 

A mechanistic compromise may be tempting. A napkin with 
moderate degrees of softness, strength and beauty should appeal to 
everybody. 

But the marketing director may make another assumption: The 
four needs can each vary in degree. Each degree of one need can 
be combined with any degree of the other three. 

Arbitrary sorts of each attribute into 10 degrees and combina- 
tion into all possible patterns multiplies to 10,000 possible need 
combinations. 

Some remarkable need patterns would emerge for the market- 
ing director to assess: The need for a maximally soft, strong and 
attractive napkin technologically impossible to satisfy. The idio- 
syncratic need for convenience in a l-yard square napkin unprofit- 
able to produce. Or the non-functional need for a napkin handsome 
enough to hang as a work of art. 

The manager may assume a clustering around a strong need 
for softness with modest levels of strength and design. Ora 
singular need for a napkin that doesn’t cheapen an elegant table 
setting. 

It may be a plain, moderately strong, extra-soft napkin, one 
that doesn’t slip off your lap! Or a moderately strong but highly 
embossed napkin lending to the trappings and decor of formal din- 
ing even, indistinguishable (in candlelight anyway) from expensive 
linen napkins, 

If this is the era of market segmentation, it is also the era of 
the salient attribute: A single, eminent product trait that honestly 
satisfies a finite need segment in the market and stands out among 
competition. This is the product that may dissatisfy one market 
segment, but uniquely salisfy another, not a bland mixture of mul- 
tiple features that neither pleases nor displeases anybody. 

More formal notions of consumer need patterns have been in- 
geniously described by Wroe Alderson in his book, Marketing Be- 
havior and Executive Action. 

Mr. Alderson conceives of what we might call reed space. In 
formal terms, need space is an abstract multi-dimensional area 
bounded by all possible dimensions of needs for a product. Each 
axis of need is independent of every other axis. 
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Each consumer is represented by a point defining the combina- 
tion of all his real and potential needs for a product. Presence 
and degree of each need is represented by an axis and a point 
proportionate to intensity of the need. 

Much of need space will be empty. But important dimensions 
of needs will show clusters representing frequently and uniformly 
desired product attributes. 

Multi-dimensional space and its constellations of needs are 
only glorious abstractions, of course. 

Knowledge and foretelling of all possible needs for a product 
is impossible. Precise calibration of need intensities is quite out 
of the question today, tomorrow, and probably evermore. But 
simple approximations to need space can illustrate the principle 
and may even apply to strategies of market segmentation. 

The following two-dimensional diagram shows a rough visual of 
need space. It applies only to two product needs, here called 
Need, and Need, everything else constant. 

They might be convenience and flavor needs for a food prod- 
uct. Or economy and service needs in choosing a supermarket. 


I. MARKET SEGMENTATION 


XXXXXX 
XXXXXXXX 
XXXXXXXXXX 
XXXXXXXX 
Z. XXXXXX 
XXXXXXXXXX 
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NEED, 


The thesis of market segmentation implied in this over-sim- 
plified diagram argues that conventional market investigations and 
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inventories of consumer needs are not oriented to measuring need 
constellations, 

The needs for contrasting qualities and the opportunities for 
true market segmentation would be missed. 

The two separate clusters represent one market segment with 
a dominant need for flavor in our hypothetical food product. The 
other represents a strong segment for convenience. 

In theory, the diagram would be covered with points, concen- 
trating at the extremes of flavor and convenience. 

The upper righthand corner should probably be filled witha 
concentration of points, the ideal of flavor and convenience that 
are somewhat incompatible attributes, or involves a third need as- 
sumed to be constant here, economy. In effect, this diagram says 
that at a given price, need splits into a segment for convenience 
and a segment for flavor. 

The center of the diagram should probably show a small con- 
centration to represent the segment accepting a compromise of 
moderate flavor quality and moderate convenience. 

The equal-density need clusters assume that market segments 
are approximately the same size, 


The Measurement of Market Segmentation 


At this point, the researcher has his turn. 

All right, he says, we agree that present research techniques 
and interpretations are oriented to homogeneous rather than seg- 
mented markets. 

But what new means of divination must we have to determine, 
in the first place, each important cluster of needs for a product, 
and in the second place, the size of the market segment having 
these needs? 

The principle of measuring market segments and their par- 
ticularized needs is not so much one of technique as point of view, 
analysis and interpretation. 

Two case histories on extremely diverse subjects will illus- 
strate the application of conventional consumer research tech- 
niques to problems of market segmentation. 

At this point, we ought to drag our title in by the tail, the limi- 
tations of consumer profiles in telling us who is really buying our 
product, and particularly, in helping us define market segments. 

No one proposes that we can get along without statistical pro- 
files on age, race, sex, income, region, educationand occupation of 
a product’s customers. ‘The profitable application of consumer 
profiles to market and media planning has grown to the stature of 
a sure thing. 
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But the limitations of consumer profiles are aptly expressed by 
their name. Age, sex and income show us the silhouette of the 
market, not its inner character and dynamic needs. 

A well-heeled dowager can squeeze a dollar harder thana 
scrubwoman bargain-hunting in the same supermarket. 

The fur-bearing socialite may listen no more raptly to a sym- 
phony concert than a $300-a-month secretary. 

And even intellectuals have been known to watch TV’s Maverick 
without family coercion! 

Society has arrived at a time when overt, profile characteris- 
tics are diminishing in marketing importance as inner drives, 
ambitions, and life style transcend demographic character. 

The strategy of market segmentation requires a consumer 
need profile more than a demographic profile of age, sex and in- 
come. 

The following case histories have been carefully selected to 
reflect such prejudices. 


Segmentation of Supermarket Customers 


This first case history is a segmentation study of super- 
market customers in a major metropolitan market. 

Conventional surveys of housewives consistently show the fa- 
miliar array of what women think they want in a supermarket. Or 
why they shop in their regular store. 

Convenience of location, low prices, quality meats and produce, 
friendly personnel, good service, generally parade toward the top 
of the list. 

The implied homogeneous market with everybody wanting about 
the same things in the same order has certainly reinforced the 
prevailing strategies of competing for the same customers. 

Mechanistic interpretations of location may even have led un- 
wary supermarket operators into the comfortable but perilous as- 
sumption that high-traffic, better-side-of-the street location was a 
sure warranty for profit. 

Inverse strategies of retail market segmentation have been 
supported by the pioneering research of Pierre Martineau and 
Social Research on department store customers and store person- 
ality. The unique clusterings of social values and needs inclining 
customers to one store rather than another has been well docu- 
mented by their imaginative work, 

\s Mr. Virgil Martin of Carson, Pirie, Scott said to a Chicago 
Tribune panel: 
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“It is high time we retailers recognize that we cannot be 
all things to all people. When we try to do that, we end up 
with no particular appeal for anybody. Each of us has his 
own individual niche in the market place. It is up to us to 
determine where we fit, who comprises our customer 
body, and then to fulfill as completely as possible the ex- 
pectations of our particular group and our logical mar- 
ket.’’ 


In this market segmentation case history, techniques of objec- 
tive and projective questions, rating scales and depth interviews 
were identical to conventional survey proceedings. 

Analysis and interpretation were directed to determining the 
need patterns of major retailer market segments and their unique 
need patterns, or need profiles. 

Demographic profiles on age, income, education, race, occupa- 
tion and other traditional variables were collected. 

The survey had other major purposes besides investigation of 
market segments, incidental to this discussion. 

Two supermarkets have been selected from among the many 
studied, the most contrasting in market segments served and 
gratified. 

Pseudonyms of Suburban and Continental are borrowed from 
the Supermarket-Institute survey on the same subject. 

Suburban and Continental distinguish themselves in character 
rather than location. Both are located in the suburbs and city 
proper, though not in equal numbers. It is rather their policies 
and customer appeals and the markets attracted that imply in their 
names. 

Objectives were to find how their markets differ, how each 
store is seen by the market, the values and needs distinctively 
served by each store, 

Continental in this market has built its business on consistent 
low prices, lowest in the market. Mediocre merchandise, limited 
if not indifferent service, and second-rate physical plants afford 
the price policy. 

Suburban cultivates its profitable business with quality produce 
and meats and the most solicitous service in the market. Its 
salient attribute of a mouth-watering, in-store bakery draws traf- 
fic trom well beyond a store’s typical trading area. Its prices 
are as consistently high as Continental’s are low, although a week- 
ly fanfare of bargains and specials helps create an illusion ot 
deference to the customer’s pocketbook. Spectacular variety of 
products, exciting demonstrations and merchandise displays make 
it a shopping panorama, 
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Table II. This first table on each store’s market by age shows 
little difference for practical purposes. Samples are about 150 
for each store. 


II]. REGULAR SHOPPER 


Supermarket 


By Age (Suburban) (Continental) 
18-30 28% 28% 
31-40 38 Sa 
41-50 12 20 
51 & Over 22 21 


Table III. Income shows little discrimination. Somewhat high- 
er for Suburban at $7,000 and over. Lower for Continental at 
$5,000 and under. But essentially the same income markets for 
both stores. 

For grocery shopping at least, bargain-hunting cuts across in- 
come in this market. 

Other variables of education and occupational status show the 
same profiles for both stores. 


II, REGULAR SHOPPER 


Supermarket 


By Income (Suburban) (Continental) 
Under $3,000 7% 13% 
$3,000-3,999 5 8 
$4,000-4,999 16 18 
$5,000-6,999 32 34 
$7,000-9,999 23 21 
$10,000 and Over 17 6 

Table IV. The true role of location is whown in this map sec- 


tion, typical of practically all plottings throughout this city and 
several others surveyed. 

Three supermarkets are located on the map. 

Here is Continental. Here is Suburban. And here is a third 
major supermarket of comparable size with watered-down 


' 
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offerings of price, merchandise, and service. Nothing outstand- 
ingly good. Nothing outstandingly bad. 

Plotted lines represent regular shopping. 

Customers are going right by, if not through this store, to 
Continental and Suburban to spend most of their shopping dollars. 
The bypassed supermarket is truly the convenience store when 
the lady of the house, running out of coffee or bread, dispatches 
Johnny on the run for this pittance trade. 


IV. SUPERMARKET ORIGIN MAP 


Continental 


Suburban 


The lesson of too-literal interpretation of the consumer’s ex- 
pressed wants has been impressed over many years of bitter sur- 
vey experience. Watch out when a woman explains she shops ata 
store for convenience! 

That really means she has nothing better to say about its 
merchandise, its service, its prices. 

Weak-franchise stores get their accolades for convenience. 
The well-run operations always excite specific comment about 
superior merchandise and merchandising. 

Convenience is a necessary condition for supermarket suc- 
cess, but not sufficient. Sheer convenience doesn’t build a fran- 
chise anymore than a typewriter creates a novel or a piano plays 


a concerto. 


/\ 
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This traffic map, best of all, shows by way of shopping behav- 
ior the significance of market segments. 

Careful probing of Suburban and Continental customers shows 
the satisfaction of entirely different need patterns by contrasting 
store policies and merchandising. 

Table V. Two major and contrasting needs emerged from this 
supermarket survey, already implied, and diagrammed here. 

Depth interviews and check-lists diagnosed two major classes 
of supermarket customers with opposite needs but nearly identical 
demographic characteristics. One segment shops Continental. 
The other finds her rewards at Suburban. 

The group in the upper-left part of the chart is economy- 
minded. The other segment here at the lower right is the quality- 
minded, service-minded segment, not entirely oblivious to price 
but certainly not sensitized to hunting down every bargain in an ad- 
vertisement or stalking the aisles for every special. 

These need patterns have been conditioned to the realities of 
supermarket operation and the incompatibility of super-merchan- 
dise and de-luxe service at cut-rate prices. Theoretically, women 
would dearly desire both, here in the upper-right area of the chart. 


V. SEGMENTATION OF SUPERMARKET CUSTOMERS 


TICK 
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NEED FOR SERVICE 
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Verbatim quotes from the ladies themselves best articulate the 
needs we’re talking about. 

Here is the quality-minded woman describing the kind of oper- 
ation she calls her regular store. 


*‘I like to shop at a store where I can take all six of my 
children and I am really made welcome by the manager 
and clerks. I want a store that has music in the back- 
ground and is restful. I like to see people Iknow. We 
want good food. . .helpful people in the store. I want to 
enjoy shopping. I am not primarily interested in saving 
money,.’’ 


She goes on to describe how Suburban satisfies those needs, 
By contrast, here is the economy-minded woman, a Continental 
customer, 


‘Tl feel that as a general rule Continental’s prices are the 
lowest. The stores are cluttered and dirty. Sometimes 
the clerks are downright rude. Their meat isn’t too 
good, and their produce isn’t always fresh. But that 
doesn’t stop me from buying there.’’ 


That’s about as insightful as women can get in interpreting 
their own needs, 

Table VI. A more indirect device shown here was to ask the 
women who don’t shop regularly at Suburban and Continental to 
rate the two chains along with two others, including their own, on 
four major store-qualities: Low Price; Quality and variety of 
merchandise; Service; Store Personality, a shorthand for store 
reliability, warmth, friendliness and atmosphere. 

Continental’s single but major claim to eminence is low, low 
price. The marked superiority of Suburban on all other counts 
makes these two chains almost polar opposites in store image and 
corroborates the self-defined need patterns. 

Our conclusions from this survey were: 

‘No store can have an image that appeals to everyone. Suc- 
cess can be won by contrasting images or appeals so long as each 
appeals to the real needs and patronage of some segment of the 
market.’’ 

‘Suburban is fast pre-empting the image of quality, service 
and pleasurable service. Suburban still cajoles with bargains and 
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VI. STORE RATINGS 


Quality and Variety Store 
Low Prices of Merchandise Service Personality 
1. Continental Suburban Suburban Suburban 
3. SEX XXXKKKKX XXXXXXXX 
4, Suburban Continental Continental Continental 


specials, but at an everyday price level that women recognize as 
distinctly higher than Continental’s. 

‘‘The substantial segment shopping regularly at Continental but 
complaining bitterly about mistreatment and sloppy service proves 
that a supermarket can almost abuse people if it offers the seduc- 
tion of low, low price.’’ 

‘Suburban and others in the fast-rising class of modern, ag- 
gressive supermarkets are proving that if you cannot offer price 
you must surround the customer with extra, solicitous service 
and blandishments, and quality merchandise displayed in an ex- 
citing store atmosphere,’’ 

And, we should repeat, conventional categories of age, income 
and the like add scant definition to the two major market seg- 
ments, 


Segmentation of a Symphony Audience 


The limited number of case histories that can be freely de- 
scribed accounts for this offbeat segmentation survey of the 
Minneapolis Symphony Audience, 

Please don’t infer any crass notions on our part that symphony 
music should be sold with flip-top boxes, filter tips and bombshell 
promotions. 

On the other hand, a major Symphony Orchestra lives a peren- 
nial struggle with phenomenal operating costs. The thinning sup- 
ply of wealthy matrons and patrons, well-fixed merchants, barons 
and diletantes puts the Symphony to the mettle of selling capacity 
houses to stay out of the always-threatening red, 

Indeed it could almost be said that the Symphony business- 
manager should display the shamelessnes of a professional men- 
dicant, the devious skills of a government expert of deficit financ- 
ing and aggressiveness of a national sales manager. 

So, as the voluntary advertising agency for the Minneapolis 
Symphony, Campbell-Mithun asked whether audience research 
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might not underlie new promotional strategies for increasing 
Symphony attendance and revenue. With taste and decorum, of 
course. Without intrusion into the artistic prerogatives of pro- 
gramming. Without condescension to vulgar taste. 

Pre-test depth interviews quickly sparked suppositions that 
sizable numbers of people interested in symphony music were 
staying away from concerts. 

They lived no farther away from the concert hall than did regu- 
lar patrons. Comparable income and occupational status of stay- 
at-homes interested in symphony music fanned interest in an in- 
tensive survey of needs, values and audience segmentation. 

Traditional demographic characteristics were hand-gathered 
and placed in neat tables. Like this one. 

Table VII. Percentages show symphony attendance over a 5- 
year period. Numbers in parentheses show sample size. 

The sex difference in symphony interest is significant. The 
more profound feminine interest repeats findings from academic 
studies. The Allport-Vernon Scale of Values shows the more 
intense feelings of women for music, art and literature. We 
Organization Men are moved more by theoretical, economic, polit- 
ical and particularly, practical-success values. 

By age, this is not exactly a doddering audience. In total num- 
bers it is primarily a young audience. 


SYMPHONY ATTENDANCE 


By Sex 
Men (298) 
Women 12% (299) 
By Age 
21-39 years 12% (255) 
40-59 years 9% (223) 
60 & Over 9% (117) 


Table Vill. By education. College wins on percentages. High 
school is somewhat ahead in sheer numbers, 12 per cent against a 
base of 296. 

By economic status. Above Average wins on percentage of 30 
per cent, but is outshown slightly in mass numbers by Average. 
Income doesn’t explain symphony: attendance. 

Mechanical composite of demographic traits focuses into this 
vision of the most probably fan, thrilling to Bach in Northrup 


142 ADVANCING MARKETING EFFICIENCY 


Auditorium: A woman 21-39 years old, high school or college, 
from a middle-class family. Statistically, the same girl you’d 
find behind the counter at Woolworth’s, or throbbing to romantic 
fantasies over Liberace. 


VIII. SYMPHONY ATTENDANCE 


By Education 


Grade School (199) 
High School 12% (296) 
College 24% (102) 


By Economic Status 


Above Average 30% ( 88) 
Average LO‘ (303) 
Below Average 1% (206) 


Audience Origin. As in the supermarket study, the most prom- 
ising physical measure was a map. Here are plottings of the ad- 
dresses of a typical Minneapolis Symphony audience at an all- 
orchestral concert in November, 1955. 

Notice the concentration of fans here in what is best described 
as Old City, once the center of Society, where the best families 
lived, and many still do. 

But this is also a Middle Class area of technicians, nurses, 
secretaries and clerks. 

The Proletarian area to the north is really a cultural Sahara. 

This demographic difference is undeniable. The Blue Collar 
Class on the wrong side of the Freeway doesn’t dig Bach, Beetho- 
ven and Brahms. 

The big surprise contradicting most preconceptions is the bar- 
ren support from the elite suburbs, from professionals and man- 
agement grown well-to-do, if uncultured. 

Distance to the concert-hall is not a primary factor. Some 
well-to-do neighborhoods are closer than the core support area, 
The mass apathy in the suburbs imports a contrast in values and 
motivations, 

Krom statistical profiles, the survey expanded into a more en- 
lightening inspection of three demographically matched samples. 
(1) Devotees—current Symphony-goers, (2) Those interested in 
Symphony music, but infrequent fans, (3) Athird group like the 
first two in income, residence and occupation, but distinguished by 
advanced interests in Mantovani and Victor Herbert. 
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A few of the primary findings are shown in the following tables. 

Table X. This shows Symphony attendance in last several 
years by other interests in Symphony music (records, self-rated 
interest, knowledge of Symphony). Devotees attend 100 per cent 
by definition. Remarkable 27 per cent attendance by those not 
really interested. 


X. SYMPHONY ATTENDANCE 


By Interest in Symphony Music 


Devotees 100 

Interested in Symphony music 60 
but infrequent fans 

No interest in Symphony 27 
music 


Table XI. Social Value is considered a critical variable, the 
norm of behavior in one’s sphere of life. There is a sharp grada- 
tion in attendance by conformity with friends’ and neighbors’ inter- 


ests. 


XI, SOCIAL VALUE/TRADITION OF 
SYMPHONY ATTENDANCE 


Have friends/neighbors who 
attend the Symphony 


Devotees 70 
Interested in Symphony music 29 
but infrequent fans 
No interest in Symphony 9 
music 
Table XII, \udience Image and Reality. Here is the real 


audience as objectively ovserved and surveyed. Here is the image 
among non-fans, 
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XII, REAL AUDIENCE VS, THE IMAGE 
AMONG NON-FANS 


Real Audience Image of the Audience 
AGE All ages, but primar- Middle-aged and older 
ily a young audi- 
ence 
INCOME Average and Above Well-to-do 
CLASS Middle and Upper Upper Upper 
Middle 
DRESS Informal/Casual Formal 
EDUCATION High school/College College 
Table XIII. These are major positive and negative values as- 


sociated with symphony attendance. 


XII, SYMPHONY ATTENDANCE 


Major Positive Values 
Esthetic appreication 
Social tradition 
Inspiration 
Civic responsibility 
Snobbery 


Major Deterrents 
Negative audience image 
Absence of social value 
Conflict of family interest 


Motivational research developed these basic values combining 
into unique patterns for each audience segment, 


Esthetic Value 


An intense, real, and truly cerebral appreciation of symphony 
music, developing early in the grades, high school and college, 
usually from the influence of an admired adult, most often a wo- 
man. 


— 
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Social Value 


The reward of participation in a cultural activity that friends, 
associates and family likewise enjoy. A way of cultural life. A 
coveted social heritage from generation to generation. A family 
tradition and identification. 

Social value does not masquerade as a synonym for snobbery 
nor attendance at the Symphony to identify with the socially elite. 

The acceptance of symphony attendance as a value or norm of 
behavior in one’s family, circle or friends or neighbors tran- 
scends the familiar categories of rich or poor, young or old, well- 
educated or ignorant, plebian or patrician. 

Social value helps explain the impotent support from the sub- 
urbs, where new families with good incomes and good educations, 
statistically good prospects, are building their ranch houses and 
split-levels. 

New values and indigenous cultures thrive: Bridge, Friday- 
night bacchanalia, the temptations of television. Culture abhors a 
vacuum, Or does vacuum abhor culture? The Symphony, forgotten 
as a pleasant night out during college days, has the impact of a 
marshmallow on the customs and traditions of Suburbia. 


Family Interest 

A conflict of interests within the family dampens Symphony 
interest. The wife may yearn to take ina concert. But her Philis- 
tine husband prefers the fireside, the TV fights, Friday-night 
poker, or just going to bed. 


Inspiration 


This is the mood of serenity and ennoblement enjoyed by many 
in the concert-hall. 


Snob Value 

Snobbery is denied by everyone, but seen in others. This 
gratification of social pretense by symphony attendance is a dying 
value, fortunately. 
Audience Image 

The image and reality sharply contrast. The negative image of 


non-fans deters symphony attendance among otherwise interested 


people. 
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The true-to-life audience just about looks like a fair cross- 
section of that dominant 60 per cent of American society, the 
Middle Class. 

Table XIV. This has been a devious road to audience segmen- 
tation. But here we see three patterns of values gratified by a 
symphony concert. 


XIV, AUDIENCE SEGMENTATION 


XXXKXXX 
XXXXXXXX 
XXXXXX 
0.4 

XXXXXXXXXX 
XXXXXXXXXX 
~ XXXXXXXX 
XXXXXXXXXX 
> XXXXXXXX 
XXXXXX 
= 
XXXXXX 
XXXXXXXX 
XXXXXXXXXX 

XXXXXXXXXX 
XXXXXXXX 
XXXXXX 


SOCIAL VALUE 


At the upper left is a group with strong intellectual interest in 
the symphony, appreciating good music as good music. 

The lower-right group responds most to sitting through a con- 
cert for its social affiliations and traditions. You might call ita 
high-class conformity. Those possessed by social value acknow- 
ledge a low-level of cerebral appreciation for symphony. 

We have a compromise-value group of diluted interest in sym- 
phony-going. 

Other need patterns were found, but these are the major ones, 

The negative image toward the symphony audience is a strong 
deterring value for many otherwise good prospects. A manifest 
hostility is shown by some professional and business people to- 
ward the Symphony and its audiences. Irritation is set off by high- 
style publicity given to Symphony events of the better names and 
families. 


WHAT CUSTOMER PROFILES DON’T TELL YOU 147 


Practical actions cannot be described here, but varied strate- 
gies tailored to each segment, and particularly to the suburbs, 
have helped increase attendance appreciably. Newly developed 
suburban symphony groups have sold tickets and scheduled con- 
certs right in the suburbs. Newspaper publicity has been slanted 
to the, typical fan as well as to the socially elite. Features and 
publicity have helped make the orchestra a little less austere and 
more human. Promotion with flexible ticket pricing has attracted 
true esthetes of modest position: Nurses, medical technicians, 
graduate students, young married couples. Recasting the audience 
image by more true-to-life portrayal has gained broader support. 

This has been done in recognition of diverse audience seg- 
ments, each looking for the particular satisfactions of its own 
values, and each responding to a different inducement to buy a 
ticket. 


Summary 


To summarize and conclude. . .we’re advancing into the age of 
market segmentation and consumer autonomy. 

The producer’s orientation to consumer needs, product differ- 
entiation, greater income, the luxury of consumer choice, the cul- 
tivation of sumptuous tastes, have made us a needing nation. 
Needs beget needs. 

Needs increasingly demand unique satisfaction. From Cadil- 
lacs to Volkswagens. Even re-created vintage Oldsmobiles. The 
mass-media record our progress from the age of custom-produc- 
tion into true mass production, and now almost back to as much 
custom variation as economics and market segments permit. 

Marketing strategy to outguess the consumers’ whims and 
mercurial tastes challenges management to find the winning com- 
bination of products and attributes to expand the line, create new 
market segments and retain the buyer’s loyalty. 

Emerging market segments with their individual patterns of 
needs demand increasing sophistication in research techniques 
and interpretations if research is to contribute more than mass 
Statistics to marketing strategy. 

The traditional function of statistical profiles cannot be chal- 
lenged, but the growing transcendence of tastes, values and needs 
over physical character of age, sex and income lessens their 
sensitivity in portraying potential market segments. 

Research must keep up with this kaleidoscope of needs and 
values to define the true character of each important market seg- 
ment. 


18. “SEGMENTATION BY 
PERSONALITY TYPES” 
Morris J. Gottlieb* 


VERY practitioner of marketing research has at one time or 

another been approached by a sales or advertising executive 
with a problem stated in terms such as these—‘‘Look,’’ the execu- 
tive will say, ‘‘It’s really quite simple. All I want to do is to talk 
to the people who are buying my product and ask them why they 
buy it. Then, I want to get the people who are not buying it and 
ask them why they’re not buying it.’’ 

Really, this is a very reasonable request. It has only three 
false premises: 


1. That it’s really quite simple. It practically never is. 
2. That you can find out why by asking. 
3. That it would necessarily be helpful to know why. 


Nevertheless, the request generally stems from a genuine need 
to know and it is the market researcher’s job to find out enough of 
why people do or do not buy one product rather than another or one 
brand rather than another to help management do a better market- 
ing job. 

One of the modest but important trends in modern marketing 
research has been to transform these ‘‘why’’ questions into ‘‘who’’ 
questions. The general idea is that if you know in sufficiently 
meaningful terms who is and who is not buying the product or who 
is and who is not a potential customer you really know why as 
well. 

I’d really like to be able to say that I am going to expound the 
strategy of market segmentation by personality types, butit will be 
helpful to think of this segmentation as a research strategy rather 
than a marketing strategy. Hopefully, it will yield results which 
would suggest market segmentation strategies. 

Rather than attempting to outline a general technique, I shall 
restrict myself to illustrating some cases where this concept 
seemed to be useful and discuss some of the limitations as well as 
the possibilities of this approach. 


*Morris J. Gottlieb, Vice President, Market Facts, Inc. 
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The first product is a proprietary medicine. It is an antacid 
and analgesic or pain killer which is sold mainly through drug 
stores and does not require a prescription. Let’s call it Brom- 
inex. There are many directly competitive products in the pro- 
prietary field. However, the product class boundaries tend to 
become rather vague—extending from home remedies such as 
bicarbonate of soda or even water or orange juice on the one hand 
to analgesics such as aspirin on the other. In addition, many 
products in this category are prescribed by doctors, 

For the purposes of this discussion, the product class was de- 
fined as proprietary products which are primarily combinations of 
antacids and analgesics. The bulk of this market is divided among 
seven or eight well-known products. 

Our hope is that if we can find out how users of antacid-anal- 
gesics differ from non-users or how frequent users differ from 
infrequent users we can learn enough to help us locate the poten- 
tial Brominex user and to reach him successfully. 

At first thought it might seem a very simple matter to define 
the market for this type of product as simply the people who have 
upset stomachs and headaches. But it might be of use to know 
whether any particular type of person tends to have these symp- 
toms. A little introspection will probably convince you of the dif- 
ficulty of trying to pin down these symptoms. There is actually 
a considerable element of discretion in judging at what point you 
have an upset stomach or a headache bad enough to make you use 
an analgesic. 

One person will choose to put up with any amount of pain or 
discomfort rather than take anything. Another will take some- 
thing at the slightest suggestion of anything wrong, or as a pre- 
ventive measure. Another will choose to see a doctor who may 
prescribe something else. 

It is precisely in this kind of a situation that the ‘‘who’’ ques- 
tion is interesting. By understanding the differences between us- 
ers and non-users—or between frequent and infrequent users of a 
completely discretionary product we can understand more precise- 
ly what needs the product class is satisfying and hopefully how the 
marketing of our product can be effectively geared to this need. 

Now, most of the trick in getting useful answers to the ‘‘who’ 
question is to ask it the right way. The more thought given to 
outlining the various dimensions along which to compare users 
and non-users the more useful the answers will be. 

It is generally stated that at this stage of an investigation depth 
interviewing is of the most use. However, the older I get, the 
more it is brought home to me that depth interviewing is at best 
a Supplement to and not a substitute for deep thinking. 
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The only method is to learn the subject thoroughly, to observe 
carefully with an open mind, to listen to the experts in the field— 
whether there are any real experts or not. Past experience will 
suggest many possibilities. Finally, it helps to be insightful, in- 
cisive, and wise. 

In the Brominex problem, we started by getting some medical 
counsel, Doctors told us that middle aged men are the most fre- 
quent sufferers from this kind of condition. 

One could further anticipate that frequent users of such prod- 
ucts would be common among the lower income groups and groups 
with a lower educational level because of cultural and economic 
factors. In any event, one always tries segmenting the market by 
age, sex, and income whenever there is an adequate sample and in 
this case there was one, 

This analysis showed that age and sex were dominant factors 
in use, and that use tends to be greater at the lower educational 
levels in each of the age and sex groups. However, since use is 
not completely universal in the higher usage groups nor complete- 
ly absent in the lower usage groups, one feels that other factors 
must be operating as well. 

It seems a fairly sound principle to examine any factors which 
reflect group or other cultural influences before turning to an ex- 
amination of individual characteristics distinguishing users and 
non-users, 

One might suspect that geographic factors would influence us- 
age. However, while usage zs higher in the South~among white as 
well as non-white—it turns out upon analysis that this is almost en- 
tirely a reflection of income and education. Similarly, greater us- 
age among non-white in the North also reflects income and edu- 
cational factors. In fact, since education is an important factor 
in use, one would expect any cultural factors~—such as differing 
ethnic origin—to be cancelled out by education, and in fact this 
seems to be the case. 

Now, one form of education that bears directly on use of this 
kind of product is based on contact with doctors. One would sus- 
pect that people who have more contact with doctors tend to use 
these products less, since doctors tend to focus on the cause of 
these symptoms and would be inclined to counsel changes in diet 
or some form of medical treatment, rather than on the use of 
proprietary products. However, this study showed that exposure 
to doctors had no effect on usage for two different reasons: 


1. Since there was no accurate way of determining 
who had the symptoms more frequently, the two factors— 
existence of symptoms leading to increased usage, and 
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exposure to doctors presumably leading to decreased 
usage—tended to be confounded and to cancel each other 
out, 

2. Examination of some medical histories showed that 
doctors rarely discussed the use of this type of product 
with their patients, so that it would be quite possible that 
while the doctors might have counseled the patient against 
the use of such products had the subject come up, the sub- 
ject rarely came up. 


At this point it would seem natural to consider some of the so- 
cial pressures that might be operating to intluence usage of this 
type of product. However, the social class position information 
was found to add relatively little to education data, 

Now, the use of this type of product is generally a pretty per- 
sonal affair, so that one suspects that there is a great deal of 
room for individual personality variables to affect the use of anta- 
cid-analgesics. 

Given one’s cultural background and susceptibility to the rele- 
vant symptoms, one suspects that attitudes towards one’s own 
health would affect the decision to use a proprietary medicine. It 
is significant that use tends to be higher among hypochondriacs— 
or at least among people who show a greater than average concern 
with their health. Thus, in the accompanying chart, people who 
expect a great deal of illness tend to use antacid-analgesics more 
frequently. 

This chart is about men. Note that for every age group and 
for each educational level, usage is greater among people with a 
poor opinion of their health than among those with a good opinion 
of their health—with only one exception. 


USAGE RELATED TO HEALTH ATTITUDES 


Average Annual Dosage 


30 OF 
Age Under 36 - 50 Over 50 
Health Attitude Poor Good Poor Good Poor Good 
Low Educational 
Level 4.1 3.9 14.2 12.2 Does 9.8 
High Educational 
Level 39 3.4 ba 10.8 Pres 4.9 
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The questions I’d like to answer here are: 


1. How do you decide which attitude or temperament 
variables to examine? 
2. Of what earthly use is the information? 


Answer the first question by saying—deep thinking. But the 
fact is that while this finding of the relation between hypochondria 
and antacid-analgesic usage seems just what you’d expect after 
you see it, it was called to our attention rather dramatically by 
some depth interviews which were really intensive case histories. 
In some 20 case histories it was obvious that the more frequent 
users were all marked hypochondriacs and the non-users were 
people who were aggressive in their assertions that they enjoyed 
perfect health. 

Back in the early days of marketing research—three or four 
years ago—there would have been many people in the marketing 
research business who would have been content to take the results 
of these 20 interviews and form conclusions. But enough of us 
feel the need for a sample large enough to permit an analysis of 
the relation between different factors. 

The answer to the second question is that to be effective, the 
advertising message must take into account the health attitudes of 
the potential user. One would expect to communicate one way with 
a person who hated to admit that he was ill and was only seeking 
relief for a well localized symptom, and another way with a per- 
son who complained about various vague aches and pains and was 
possibly seeking to allay non-specific anxieties. 

Another personality variable which appears to differentiate 
users of this product class is what one might call ‘‘compulsive- 
ness.’’ This is measured by the extent of agreement or disagree- 
ment which such statement as: 


I like to set up a schedule for my activities and then 
stick to it 

I never seem to be able to throw things away 

Most people don’t keep themselves as clean as they 
should 

I make decisions only after a great deal of thought 


The following chart shows the effect of compulsiveness—as 
measured by agreement with the first of these statements on 
antacid-analgesic usage. 
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USAGE RELATED TO COMPULSIVENESS 


Average Annual Dosage 


Age 35 or Under 36 - 50 Over 50 
Non Non Non 
Com- Com- Com- Com- Com- Com- 


pulsive pulsive pulsive pulsive pulsive pulsive 


Low Educa- 


tion 6.5 4.2 14.5 bP 9.2 10.0 
High Educa- 
tion 3.95 2.8 I3.9 12.9 8.2 4 


The significance of this factor is illustrated by the fact that our 
client had been having considerable success with an advertising 
campaign based on a principal theme which was in itself ineffec- 
tive. However, the advertising presented Brominex in the context 
of a routine or schedule or regimen. It seemed to be this element 
of imposed orderly routine which was appealing to the compulsive 
tendencies of the users of this product class. Incidentally, estab- 
lishing this conjecture required a secondary analysis to show that 
compulsives were more attracted by the advertisement in question 
than non-compulsives. 

Still another area which was relevant in the examination of this 
product class was the attitude toward discipline and punishment. 
Some people tend to be punitive or puritanical, others permissive. 
People who tend to be more self-punitive rather than hedonistic in 
their outlook might want a medicine that gives relief to taste bad in 
order to do them good. The analysis of this factor is interesting 
because it illustrates an ever present pitfall in considerations of 
this sort. Our first conclusion was that punitiveness is positively 
associated with usage. Here, punitiveness is measured by agree- 
ment with such statement as: 


People learn a great deal from suffering 
Discipline is the single most important factor in 
building children’s character 


However, it can be seen from the following chart that if one 
shows the appropriate regard for the basic variables of age and 
education, the opposite is the case. Within any age-education cell, 
punitive people use less than non-punitive ones. What misled us at 
the outset was the compound effect that: 


‘ 
\ 
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1. Lower education groups tend to have more punitive 
attitudes 

2. Lower education groups tend to use more antacid- 
analgesics 


The fallacious conclusion that antacid-analgesic users tend to 
have more punitive attitudes was avoided by observing that within 
a given age-education stratum, usage is negatively rather than 
positively associated with punitiveness. In other words, it is not 
necessary or desirable that the product should taste bad. 


USAGE RELATED TO PUNITIVENESS 
Average Annual Dosage 


Age 35 or Under 36 to 50 Over 50 


Non- Non- Non- 
Punitive Punitive Punitive Punitive Punitive Punitive 


Low Educa- 


tion 6.4 4.5 7.4 
High Educa- 
tion Bea 3.9 13:6 4.7 


Now let’s try to make the transition from research strategy to 
marketing strategy. On the basis of these findings one would ex- 
pect the most successful product in this class to be a lower class 
product which made extensive claims,* advertised regular use, and 
tasted good. Actually the single dominant product in the field was 
one used widely by the higher status groups, which advertised very 
specific use and made fewer broad claims than other products. It 
was a product which had higher approval by doctors and hospitals 
than most others. It didn’t taste particularly good but was in the 
process of correcting this defect; it was notour client’s product. 

The reason for the unexpected success of this leading product 
was simple. Instead of competing with other products for the most 
profitable segments of the antacid-analgesic market, that con- 
trary product had captured the less prominent—but still highly 
significant minority segments—where it had no competitor. 


*It would have to cure many things to satisfy the hypochondriac. 
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Incidentally this was a pleasant by-product of the study. Our 
client had been developing a different type of analgesic beamed to- 
ward this segment. The study confirmed his hunch that there was 
room for a competitive product here. 

So, answering the why question with a who question had these 
positive results: 


1. It pointed to an important segment which offered 
potential for a new product which our client was develop- 
ing to supplement his present major product. 

2. It enabled him to direct the advertising for his 
present major product more effectively since he knew 
whom he was speaking to. 


Now let’s examine some of the limitations and difficulties of 
this approach of segmentation by personality types. 

It is interesting that the difference in usage between the various 
personality groups is not very large. Thus, it is not as large as 
the difference between age or sex groups or between social class 
groups. 

This phenomenon occurs rather frequently. One might think 
that it was a function of scales or tests to characterize these 
groups. It is true that where one is dealing with a scalable char- 
acteristic and where it is possible to pick out the extremes, the 
differences between these extremes are a little larger, but even 
then the differences are often small. 

It is probably not possible to address oneself to a clearly de- 
lineated compulsive group. What one should do is to address him- 
self to the compulsive in all of us. 

Social and personality variables operate in a kind of residual 
area left by the product considerations. The residual nature of 
these variables becomes even more pronounced for large ticket 
items where product or price considerations are more important. 

For conspicuous consumption items, social class considera- 
tions are likely to outweigh personality factors. To illustrate this 
another product generally consumed in public has implications of 
social status. This is a liquor product somewhat like a liqueur or 
cordial but used more widely than products of that type are gener- 
ally. Let’s call it Bayou Rum, 

Since this is a drink that wouldoftenbe served in company, it is 
not surprising that it has a very definite social position, A broad 
cut at the subject by such variables as income and education 
shows that usage is greater lowards but not at the upper end of the 
scale. 
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BAYOU RUM USAGE BY EDUCATION 


Completed 
High Some 25 
School College 


Some 20 
Some High 
Grade 
Completed 
School Completed 
Coll 15 
Grade 
School 
10 
Occasional 
Users 
Regular Usere 0 
(Number of (42) (68) (154) (355) (193) (174) 


Respondents) 


This impression is reinforced by our looking atthe relation be- 
tween objective social class as measured by occupation and status 
orientation as measured by the person’s assignment of himself to 
a social class. 


Percent Drinking 
Thies Product 


50 
% 
x, 
40 
40 
>’ %, 
ye? 
10 
0 
Status Working Upper or Working Middle Upper 
Orientation: Clase Middle Claas Clana Clase 
Clases 
Objective 
Claes: Working Clase Middle Class 


Key: O Bayou Rum © Scotch x Blended Whiskey 
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Here it is clear that our product is really a middle class drink. 

The social position is spelled out even more clearly be relating 
usage to social mobility. Its use is by far the greatest among 
stable members of the middle class. 


BAYOU RUM USAGE 


30 
25 SY 
20 N 
\ N N SN w 
10 N N \N 
NN NA 
Stationary Up Mobile Down Stationary Down Up Mobile 
Middle Working to Mobile Working Mobile Middle 
Class Middle Middle to Class Upper 
Class Working 
Claas 


How does one know whether he should be looking at social char- 
acteristics, at personality or temperament traits? Whis traits are 
likely to be important? How deep should one go into motivations? 

A passage from a recent very interesting book on Motivational 
Research by Harry Henry puts the matter interestingly. It says, 
“This sort of case-history makes fascinating reading, for a time. 
But sooner or later the profit-conscious business-man is bound to 
ask himself what guidance this gives him for the formulation of 
manufacturing, marketing, or advertising policies. And it is for 
this reason that,. ..., constructive and useful Motivation Re- 
search is concerned only with getting sufficiently below the sur- 
face to do the necessary job.’’ 

I don’t think that anyone can disagree with this statement any 
more than anyone can use it for practical guidance. It is patently 
uneconomical to get more information or more depth than one 
needs. But I don’t know of anyone who can be certain that he has 
enough information unless he has too much—at least in the sense 
of being able to select and reject, or who can be sure he’s thought 
enough about something until he’s thought too much. 

Many of us in the marketing research profession pride our- 
selves on the desire to focus research on a specific marketing 
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decision. True, this makes for efficient research. But I wonder if 
there isn’t failure to understand all aspects of a problem. In fact, 
it is only when the researcher knows much more about a situation 
that he can profitably communicate an airtight case to manage- 
ment. 

Finally, no matter how skillfully such an analysis has been 
conducted, the road to a marketing strategy is still tortuous. 
What starts out as a good idea based on sound research may lead 
to a poor strategy. 

As we get more sophisticated in developing research which 
produces ideas leading to marketing strategies, we will have to 
start tackling seriously the tremendously difficult problem of 
testing these strategies—of measuring advertising and marketing 
success and relating it to the specific components of the strategies 
developed. 


19. DISCUSSION OF “THE STRATEGY OF 
MARKET SEGMENTATION ~ 


Franklin B. Evans* 


HE question of market segmentation is one of how best to de- 

scribe some class of customers and their particular needs. It 
is especially important in situations where many similar products 
compete for market share, and where product differentiation is the 
prime marketing tool. If market research is toprovide answers to 
these questions, the findings must be both usable and reliable. 

To be usable, research findings must be of such a nature that 
the manufacturer can do something about them either through ad- 
vertising, packaging or product variation. For example, even a 
certain knowledge that short people prefer long cigarettes might in 
no way aid the cigarette manufacturer, assuming that short people 
are randomly distributed throughout the population. The problem 
of reliability of survey results depends mostly upon adherence to 
standard statistical techniques. As a general rule, no research 
should be taken as being more than suggestive, without adequate 
knowledge of the sampling techniques, questionnaire construction, 
quality of interviewing, and statistical significance of the results. 
Certainly too often, broad generalizations are made from inade- 
quate data. 

The traditional method of describing a market segment has 
been to look for some easily identifiable characteristics common 
to some class of users. Age, geographic location, income, occu- 
pation, race, sex, etc. are variables typically used. Measurement 
of these kinds of variables can usually be made directly and with 
some degree of precision. These objective variables cannot only 
be used to describe the limits of a market segment but also can, in 
many cases, define purchase motives.’ The importance of these 
variables as determinants of consumer motivations has long been 
recognized, 

When researchers have believed that objective variables cannot 


*Fyanklin B. Evans, Instructor in Marketing, Graduate School of Business, 
University of Chicago. 


1. For an excellent example see: Mordechai E. Kreinin, John B. Lansing, 
and James N. Morgan, ‘‘Analysis of Life Insurance Premiums,’’ The Review of 
Economics and Statistics, XXXIX (1957), 46-54. 
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adequately describe market segments or purchase motives, many 
have turned to the kinds of variables common in the behavioral 
sciences—anthropology, psychology, psychiatry, social psychology, 
and sociology. These variables usually reflect some attitude of 
the consumer towards the product or its use or some inner state 
or personality variable. The use of these classes of variables 
raises three basic questions. First, which variables are to be 
used? Second, can these variables be measured accurately? And 
third, do these kinds of attributes discriminate between market 
segments? 

The choice of variables to be investigated is entirely judg- 
mental, and the behavioral scientist studying purchase motives or 
consumer personality traits must rely upon his background and 
training. The psychologist with a Freudian background will not 
consider the same variables as one with a strong orientation to 
field theory. Even the most eclectic person cannot hope to include 
all the possibly important variables. In his monumental study of 
personality, Murray investigated 44 factors that seemed impor- 
tant? His list of variables comprised 20 manifest personality 
needs, eight latent needs, four miscellaneous internal factors, and 
12 other general traits. Toa list such as Murray’s, a sociologist 
could add many more variables reflecting the relationships of peo- 
ple in groups of various sizes and kinds, 

Secondly, the question of precise measurement of these classes 
of variables is open to dispute. The interpretation of data from 
depth interviews and projective tests must reflect the skill of the 
analyst. In this respect the marketing uses of behavioral science 
types of data must wait for developments in the parent fields; un- 
fortunately only a small percentage of researchers in these fields 
are interested in marketing problems. The results of psychologi- 
cal testing are usually compared to other test results and objective 
criteria are often difficult to come by. 

Two recent studies have shown that personality traits as meas- 
ured by psychological tests vary significantly in larger divisions of 
the population. Dr. Lee Rainwater demonstrated that many re- 
sponses to a projective test, the Szondi, varied with social class 
structure.* In another study, Dr. Arthur Koponen showed from a 
sample of over 8900 respondents that there were many statistically 
significant differences in personality needs when viewed with 


2. H. A. Murray, Explorations in Personality (New York: Oxford University 
Press, 1938), pp. 142-242. 

3. Lee Rainwater, ‘‘Personality Differences Between Middle and Lower Class 
Adolescents,’’ Genetic Psychology Monographs, LIV (1956), 3-86. 
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respect to demographic factors: Their researches indicate that 
for studying personality characteristics the sample should either 
be broken down into smaller somewhat homogeneous groups or the 
results carefully cross-classified by other objective characteris- 
tics. 

Che final question about discrimination by means of personality 
variables is one to which I can contribute some direct evidence. 
For the last six months I have been studying Ford and Chevrolet 
owners to see if discrimination between owners of them were pos- 
sible, using the kinds of data commonly utilized in market re- 
search studies. In many respects the automobiles are perfect 
substitutes for each other, and for some years now motivation re- 
searchers have been saying that these brands reflected the pur- 
chaser’s personality. My data is based upon a simple random 
sample of 140 Ford and Chevrolet owners drawn from a universe 
that was alike in as many objective characteristics as could be 
controlled. All are men, fall in the same broad social class, own 
only one car, live in a new suburb of $15-25,000 homes, and their 
cars are of 1955 or later model. 

All respondents filled out a paper and pencil personality sched- 
ule which purports to measure manifest personality needs as de- 
scribed by Murray” Ten of these basic personality needs were 
measured, Psychologists often consider these needs as a basic 
way of understanding personality or of describing someone to a 
third person.® The needs measured are: 


1. Achievement - to be a success, to do your best. 

2. Deference - to accept leadership, to respect authority. 
Exhibition - to make an impression, to have an audience. 
4, Autonomy - to do as one pleases, todefy convention, 

5. Affiliation - to be loyal to friends, to win affection. 

6. Intraception - to analyze behavior of others, empathy. 

7. Dominance - to be a leader, to make decisions, 

8. Abasement - to feel guilty, to feel inferior. 

9. Change - to try new things, to experience novelty. 

10. Aggression - to get revenge, to be critical. 


4. Arthur Koponen, ‘‘The Influence of Demographic Factors on Responses 
to the Edwards Personal Preference Schedule,’’ unpublished Ph.D. dissertation, 
Columbia University, 1957. 

9. Murray, op. cit. 

6. H. J. Leavitt, Managerial Psychology (Chicago: The University of Chicago 
Press, 1958), p. 98. 
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Table I shows the average scores of Fordand Chevrolet owners 
for these needs. 


Table I 


Personality Need Scores of Ford and Chevrolet Owners 


Personality Need Ford Chevrolet Absolute 
(N-71) (N-69) Difference 

Achievement 12.80 12.87 .07 
Deference 9.47 .30 
Exhibition 10.06 9.30 
Autonomy 7.86 8.80 .94* 
Affiliation 10.14 11.09 .95* 
Dominance 13.69 12.41 L.23"* 
Abasement 7.20 7.28 .08 
Change 11.39 11.06 BS 
Aggression 9.59 9.52 


*Significant at 10 per cent level (t(138)) 
**Significant at 5 per cent level (t(138)) 


Of these ten needs only four show any Statistically significant 
difference at beyond the ten per cent level. For all of the needs 
the overlap of the distributions of Ford and Chevrolet owners is so 
great that it is impossible to discriminate by any one need. 

To test for discrimination using all ten needs at one time a 
linear discriminant function was computed.? This gives an equa- 
tion which places weights upon each variable; a separate equation 
describing each group is gotten by substituting the group means for 
each variable. The linear discriminant function for the above 
Ford and Chevrolet owners is: 


7. The statistical design of the linear discriminant function is to maximize 
the ratio of differences between the specific means to the standard deviations 
within the two groups. See: R. A. Fisher, ‘*The Use of Multiple Measurements 
in Taxonomic Problems,’ Annals of Lugenics, VII (1936-37), 179-88. The solu- 
tion of the linear discriminant function is esséntially the same as that of mul 
tiple regression when the dependent variable is dichotomous. If more than five 


variables are to be used electronic computation is indicated 
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D = X1- .0481X2 - 1.4058X3 +2.0505X4 +2.0944X5 - .2356X6 
- 2.1090X_- .5269X,- 1.6005X, +.2561X qo 
(The X, . . . X4 represent the personality need variables) 
The typical Ford owner is then represented by: 
Ford = (12.80) - .0481(9.47) - 1.4058(10.06) + 2.0505(7.86) + 
2.0944(10.14) - .2356(11.17) - 2.1090(13.69) - .5269(7.20) - 
1.6005(11.39) + .2561(9.59) = -15.5150 


PERSONALITY NEEDS 
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and the typical Chevrolet owner by: 
Chevrolet (12.87) - .0481(9.77) - 1.4058(9.30) + 2.0505(8.80) + 
2.0944(11.09) - .2356(11.32) - 2.1090(12.41) - .5269(7.28) - 
1.6005(11.06) + .2561(9.52) = - 7.3416 

Analysis of variance of the discriminant function shows that 
very little discrimination is possible in this case.® This analysis 
strongly suggests that Ford and Chevrolet owners in the universe 


PERSONALITY NEEDS 


20 
18 
+ 
oo Of 
14 * oo o of ° 
* OhO ba OF 00 ° 
% oF on o oto 
IA TION 8 00 400 * 
ok O OK 0 
6 o o ° 
° oo 


0 2 +t 6 8 lO 2 4 16 18 20 


DOMINANCE 
Ford 
X = Chevrolet 


~ 
Y 


Figure 2. 
Cross-classification of the needs for 
Affiliation and Dominance for Ford and 

Chevrolet owners 


8 R 11, F(129,10) = 1.634, significant at approximately the 10% level. 


4 ° 
2 ° 
0 


THE STRATEGY OF MARKET SEGMENTATION 165 


studied cannot be differentiated by means of their personality need 
structure alone. 

The foregoing does not preclude the possibility of some non- 
linear relationships of personality needs and automobile owner- 
ship. The study is not completed yet and these are being investi- 
gated. However, graphic analysis in two dimensional terms 
illustrates not only the overlap of the Ford and Chevrolet distribu- 
tions for any two needs but also the complete lack of any apparent 
patterns, linear or otherwise. Figures 1 and 2 illustrate these 
phenomena. 

The evidence from this study of Ford and Chevrolet owners 
strongly indicates that they are alike inmore ways than they differ. 
If they are different in terms of personality needs, other measures 
than those employed must be found. 


II. Advertising 


A. Advertising as a Stabilizing 
Influence in Our Economy 


20. “INCREASING ECONOMIC STABILITY 
VIA ADVERTISING” 


Martin R. Gainsbrugh and Morris Cohen* 


The Classical Definition of Investment 


O the economist, captial investment means plant and machinery. 

This concept dates back to the nineteenth century and the early 
decades of this century when investment was, in fact, mostly in 
brick and mortar. The economist emphasizes capital investment 
because he wants to differentiate potential future production from 
current consumption. The traditional treatment of investment 
stresses both the increment to wealth represented by capital in- 
vestment and the increased capacity to satisfy wants in excess of 
current supply. 

Capital investment in brick and mortar has long been empha- 
sized in economic theory because of the contribution it makes to 
increasing the capacity to produce. Such an emphasis is under- 
standable in an economy characterized by relatively low produc- 
tivity and a relatively low level of optional or discretionary con- 
sumer spending. In the early development of a capitalist economy, 
the most important step is taken first, namely, to boost the econ- 
omy’s scale of operations. This process will result, and in fact 
has resulted, in lifting. the general standard of living far above 
subsistence levels. 

Subsistence standards were still being seriously discussed by 
the classical English economists in the nineteenth century. In 
many parts of the world today, particularly in Africa and the Near 
and Far East, the so-called underdeveloped countries, subsistence 
standards are the rule rather than the exception. Everyone now 
recognizes that these subsistence levels can only be raised by in- 
creasing the physical or real capital stock of a country. 


*Martin R. Gainsbrugh and Morris Cohen, Chief Economist and Senior Econ- 
omist, respectively, National Industrial Conference Board. 
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The Postwar Character of Capital Investment 


In the early post World War II years, the shortage of physical 
capacity in the United States was the result of different forces 
from the earlier need to overcome subsistence living standards. 
During World War I, the war effort took first priority and the en- 
largement of the physical plant for civilian needs was necessarily 
postponed in this country. In other countries, physical plant was 
actually destroyed in the ravages of war. Here and elsewhere, the 
early postwar years witnessed a world-wide reconstruction to re- 
build domestic markets and to recapture world markets disrupted 
by total war in many continents. 

In the United States, for example, war plant took priority over 
civilian needs. In our emphasis on the implements of war, the 
piysical plant required for the civilian economy was also under- 
maintained in most instances. As a result, when the war ended, 
there existed huge physical backlogs which had to be satisfied in a 
relatively short period of time. A further factor sometimes over- 
looked was the increase in technology stimulated by the war and 
the defense effort. The backlog of potential new product develop- 
ment and new techniques carried over to peacetime pursuits. 

Over the past decade or so, we began to catch up with these 
sheer physical shortages. In this process, the character of in- 
vestment began to change from making up the war-induced back- 
logs toward the deepening or enrichment of production via tech- 
nological innovation. Such innovation, in turn, stemmed largely 
from the accelerated investment in research and development. 


The Growing Importance of Research and Development 


Industrial research and development outlays have increased 
substantially in recent years. For example, the National Science 
Foundation recently reported that privately conducted R & D ex- 
penditures rose from almost $3.7 billion in 1953 to almost $6.5 
billion in 1956, an increase of some 176 per cent. McGraw-Hill 
Company has estimated these outlays at $8.3 billion for 1958. 
Further, the American Management Association conducted in mid- 
1958 a survey of 1958 R & D budgets among 800 manufacturing 
companies. Of these, 390 expected their 1958 outlays to be higher 
than in 1957, 275 were the same, and only 168 were lower. A still 
more recent survey by The Conference Board found that in the 
great majority of reporting companies, 1958 R & D budgets would 
be at least equal to, if not higher than, 1957. 

This steady and substantial increase in such expenditures has 
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naturally begun to attract wide industry and financial attention. 
The concept of a growth company has become associated not only 
with increasing outlays for plant and equipment, but also with 
growth potentials as evidenced by these outlays for innovation. 

More important from our present point of view is the notion, 
now widely recognized, that companies can invest in research and 
development, just as they can invest in physical plant and equip- 
ment. In the case of R & D, moreover, there is the additional ad- 
vantage that in a period of high corporate tax rates, such as the 
present, these expenditures can be, in the main, charged off to 
current operations under current IRS instructions, the five-year 
amortization period granted under the defense effort for emergen- 
cy productive facilities can apply to all research and development 
outlays. 

While industry spending for research and development contin- 
ues to mount each year, the total is still substantially below that of 
private business plant and equipment outlays, which reached a 
peak of $37 billion in 1957. We must admit that the bulk of R & D 
expenditures is defense-oriented and government-financed. Still, 
private industry is recognizing the significance and dollars-and- 
cents-payoff of applied research, and perhaps even more impor- 
tant, basic research. 

Economists and marketing experts alike are seeking statistical 
links that will support the thesis that such outlays are in fact in- 
vestment and can be so justified, just as physical plant and equip- 
ment investment is justified in terms of the pay-off in a future 
time period. Generally speaking, the company with higher re- 
search and development outlays is also the company that will fare 
better in the market place. 

In recent years, economists have also begun to explore the 
companion thesis that investment in research and development 
may serve to enhance stability in plant and equipment itself, ad- 
mittedly the most volatile sector of the economy. As the flow of 
research and development increases steadily, so too should the 
rate at which new investment in physical plant and equipment is 
required to bring to fruition the results of these research efforts. 

Long-range planning, which has attracted wide interest in re- 
cent years, becomes more feasible with sustained outlays for re- 
search and development. We think it is highly significant that in 
the 1957-1958 business recession, there were no signs of serious 
curtailment in such outlays. If anything, all the figures currently 
available point to an important increase. At the same time, of 
course, investment in physical plant and equipment was sharply 
curtailed. 
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Outlays for research and development can therefore be said 
to have added a new element of stability to the investment sector, 
notoriously the cyclical storm center. This is accomplished 
through the creation of more efficient techniques and greater pro- 
duction know-how. 

In addition, research and development outlays may and do con- 
tribute to a new product development, thereby opening up new 
layers of demand. Such new demand may arise from latent or 
previously foreclosed income levels, particularly when new prod- 
ucts satisfy needs previously not capable of fulfillment except by 
the well-to-do. This tapping of new layers of demand has received 
relatively more attention by the marketing man than by the econ- 
omist or business man. 

Some companies have considered the staggering of product in- 
novation so that new products would enter the market more fre- 
quently in periods of contraction than during prosperity. For the 
most part, however, the contribution of research and development 
is far more frequently viewed as a steady and continuing stimulus 
to secular growth than to enhanced cyclical stability. Hitherto, 
industrial research and development has been marked more by a 
relatively low pay-off in terms of new and profitable products and 
the pay-off emphasis has been placed on the longer-run, perhaps 
with a view towards maintaining, if not increasing, the company’s 
relative position in the industry. 


The Concept of Investment in Advertising 


Advertising represents one method of approaching the econom- 
ic problem via the demand side of the equation. This should be 
placed in sharp contrast with the primary, if not exclusive, inter- 
est of business in capacity to produce. Businessmen tend to em- 
phasize the investment or supply side of the equation, since they 
apparently believe this is more subject to their control. 

By way of example, there is some recognition that property 
rights have value on the demand side—as they do on the production 
or supply side. For the most part, however, the property rights 
on the demand side are dismissed as intangibles, frequently val- 
ued at $1. Except for royalties, copyrights, et al, these rights 
are given little consideration in our national or social accounts, 
or for that matter in the accounts of business firms. 

Even more so than in the case of research and development, 
advertising outlays are considered as current costs of doing bus- 
iness. The modern-day concept of growth companies has yet to 
embrace the rising investment in advertising as still another 
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essential dimension of growth and growth potential, as is now true 
for research and development. For example, public discussions of 
individual growth companies will often stress the extent of their 
outlays for physical plant and equipment or research and develop- 
ment; little if any reference is made to their outlays on invest- 
ment in advertising. Yet, it is obvious that an enterprise can alter 
or insure its future position via the advertising outlay (invest- 
ment) route perhaps as effectively as it can through enhanced 
capacity to produce (the conventional measure of investment) or 
accelerated technological innovation. 

The Internal Revenue Service considers that all advertising 
outlays are chargable to current expense. We have already dis- 
cussed the tax treatment of research and development outlays ei- 
ther in terms of current expense or amortizable investment. For 
tax purposes advertising can and must be charged specifically to 
current operations, even if the benefits are long-run in nature. 

As to dollar dimensions, current total outlays for advertising 
are about 25 per cent higher than private industry’s spending for 
research and development. However, almost half of industrial 
R & D outlays is financed by the Federal government. Thus spend- 
ing for advertising is between two and three times the private out- 
lays for research and development, after the government financing 
has been deducted. 

What about the cyclical behavior of spending for plant and 
equipment, research and development, and advertising? It is quite 
clear that advertising expenditures are far better sustained than 
business spending for plant and equipment. In the postwar period, 
the annual volume of advertising expenditures rose in each year, 
except 1958. In the earlier 1948-49 and 1953-54 business reces- 
sions, the steady climb in advertising merely slowed down while 
spending for plant and equipment slumped. Only in 1958, did ad- 
vertising outlays decline, and then again, just fractionally. Still, 
it was the first decline in twenty years. 

The volatile record of plant and equipment spending is well 
known. According to the latest estimates such private spending 
overall fell 17 per cent from 1957 to 1958, 28 per cent in manu- 
facturing. On the other hand, advertising outlays are somewhat 
more cylical than research and development. In 1958, for exam- 
ple, R & D continued to mount, while advertising dipped. 

Taking a longer look at the postwar period in the perspective 
of prewar prosperity years, research and development expendi- 
tures have outpaced the rise in the Gross National Product. Thus 
from 1929 to 1957, two periods of peak prosperity, the GNP rose 
over four times. R & D undoubtedly rose many more times than 
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this. Prewar data are practically nonexistent in this vital area. 
From 1941 to 1952, according to the Department of Defense, R & D 
rose four times. Since that date, the National Science Foundation 
figures suggest a further dramatic doubling. Advertising outlays, 
on the other hand, rose only three times from 1929 to 1957, or 
less than the rise in the total economy. Plant and equipment has 
kept pace with the rise in the GNP. In 1957, for example, gross 
private domestic investment (private capital formation) repre- 
sented about 15 per cent of the GNP, or the same as in prewar 
periods of prosperity. 

Advertising outlays can contribute toward greater economic 
stability if they are viewed as investment, just as research and 
development, or even brick and mortar investment. Even for the 
individual firm, the prospect of intensive advertising assuring a 
higher level of consumption of a given product than would other- 
wise have been possible must be evaluated against the corre- 
sponding return on investment in so-called capital goods or in re- 
search and development. The controlling considerations in all 
three instances should not be the immediate market, sales, or 
profits, but rather the pay-out over the longer-run. As such, an 
investment outlook begins to influence advertising outlays, the 
time span embraced in such decisions becomes significantly af- 
fected, if not completely altered from its current emphasis on 
short-run factors and returns. 

The 1958 experience represents crystal-clear evidence that 
advertising outlays are still too heavily conditioned by short-run 
influences. Advertising dollar volume in 1958 was down from 1957 
for the first time in two decades. The advertising fraternity is 
still recovering from the wave of cutbacks in spending and can- 
cellations in the short-lived, but admittedly severe, business re- 
cession of 1957-58. Clearly, the considerations involved in this 
decline, particularly in the earlier part of the year, were not 
typically those of the investment process. 

Of course, brick and mortar investment also slumped sharply 
in 1958. In this instance, however, there may have occurred the 
historic bunching process. In the rush to capture a larger share 
of either domestic or world markets, or both, the individual firm 
may have given too little consideration to the sum of individual 
market expectations being greater than the actuality of total mar- 
ket demand, at least in the short run. We must also recognize 
that other compelling factors, such as rising labor costs and the 
threat or fear of inflation may have moved these investment de- 
cisions forward. 

Still, the decision to curtail or cancel advertising is not 
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necessarily governed by the same considerations as those applying 
to plant and equipment, or for that matter to any other form of in- 
vestment. The interrelations between investment in physical plant 
and equipment, research and development, and advertising will be 
developed further on in the belief that their wider recognition can 
result in greater resort to advertising as a contra-cyclical form 
of investment. 


Foreshadowing Advertising Outlays 


Over the past decade, various statistical series have been de- 
veloped which are designed to shed light on the probably future 
course of outlays for plant and equipment. The emerging develop- 
ment of the economics of expectations promises to illuminate the 
planning process as it affects capital investment. For example, 
these decisions are being tapped in The Conference Board’s cap- 
ital appropriations series for the thousand largest manufacturing 
corporations and for the metalworking companies (under the fi- 
nancial sponsorship of Newsweek and Iron Age, respectively). We 
naturally are pleased with the wide and growing acceptance of our 
efforts in the appropriations field. 

At The Conference Board we are also studying the investment 
decisions of consumers via a continuing survey of consumer buy- 
ing plans. Research and development outlays are also being col- 
lected in far greater industrial detail; R & D budgets for the econ- 
omy as a whole are being prepared in various organizations. In 
the development of the individual company research budgets, 
greater control is being exercised and the planning of such outlays 
is becoming formalized. In the latest Conference Board’s survey 
of research and development, previously referred to, it was 
learned that over 70 per cent of the surveyed firms have formal 
research and development budgets. As spending for R & D under 
private auspices expands, further foreshadowing measures will 
undoubtedly be devised. Such measures will be designed to aid 
those catering to research markets in the planning of their own 
operations in consonance with probably trends in such outlays. 

Advertising, too, has much to gain from a similar organization 
and development of a foreshadowing series. With such a tool, 
short-run changes can be more readily anticipated by those who 
service or sell to the advertiser. The Conference Board has ac- 
cordingly been seriously exploring the inauguration of an adver- 
tising appropriation series. Greater knowledge of the plans of 
advertisers will not only facilitate adjustment of its sources of 
supply but will also enhance the ability of the various components 
of the advertising industry to perform more efficiently. 
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In a survey of fifty top industrialists on the desirability of 
quarterly reporting of advertising appropriations, there was grat- 
ifying recognition of the investment overtones of advertising. It is 
true that the replies of these industrial leaders still showed a 
tendency to regard advertising appropriation data as a company or 
trade secret, but a clear majority saw the desirability of a better 
system of intelligence for suppliers to, as well as producers of, 
advertising. 

The recent Association of National Advertisers’ survey of ad- 
vertising budgets for 1959 represents an historic step forward in 
this connection. Even so, there is need for quarterly data includ- 
ing sampling procedures that will provide the basis for industry 
aggregates, as well as for specific industry detail. 


Advertising as a Contra-Cyclical Investment 


In the most recent recession, the aavertising profession quick- 
ly saw the desirability, if not the necessity, of advertising to sus- 
tain and build up consumer confidence. In carrying out this objec- 
tive, these advertisements directed attention to the longer-run 
factors still contributing toward the further economic growth of 
the United States. Nevertheless, advertising itself felt the impact 
of the late recession, as advertisers in numerous instances cut 
their marketing or distribution outlays of all types in adjusting to 
falling sales and ebbing profits. These cutbacks were most pro- 
nounced in the very durable goods industries which were also ex- 
periencing the sharpest cutbacks in employment, output, and cap- 
ital spending. 

In many industries, capacity to produce substantially out- 
stripped current or visible market demand. Having caught up with 
market requirements, so far as ability to produce was concerned, 
some of the affected companies informed their stockholders that 
their investment program had been finally completed, at least for 
the immediate future. Payout of dividends could, therefore, be 
more liberal, or at the least, maintained. While physical capacity 
was deemed excessive, research and development needs were still 
pressing, with the result that this form of invstment continued to 
expand. The net result, as pointed out earlier, is still likely to be 
an even greater economy in production costs. 

There is emerging now a tendency to view advertising as an in- 
vestment, an investment not only in demand-creation, but also in 
greater product acceptance of not only the old, but even more in 
point, the new. This greater acceptance will reduce the time span 
between product introduction and mass consumption. In this view, 


174 ADVANCING MARKETING EFFICIENCY 


investment in advertising and in research and development would 
mesh well together. The proviso centers on their proper timing. 
These outlays should reach maturity at that stage in the business 
cycle in which demand for capital goods first begins to moderate. 
Usually, capital investment demand in terms of the basic underly- 
ing decisions peaks out before business in general begins to taper 
off. Thus, new orders for durable goods began to decline in early 
1957. The Conference Board’s series of capital appropriations 
reached its peak in the first half of 1956. 

In the ideal model, however, the seemingly desirable set of re- 
lationships would have investment in physical plant and equipment 
dominate in the early stages of recovery, granted that stability 
over the cycle is the sine qua non, though yet unattainable. At this 
early stage of recovery, the emphasis is usually upon the produc- 
tion function, as demand rises sharply with income welling up 
faster than the response of production. In the case of hard goods, 
in particular, consumer demand typically rises more rapidly than 
the boost in incomes, 

The critical point comes when production begins to outstrip 
demand, or rises at a rate steadily faster than final demand. Here 
investment in advertising begins to offer strong counter-cyclical 
advantages. As profitable outlets for brick and mortar invest- 
ment begin to diminish, the relative profitability of a dollar spent 
in advertising is thereby enhanced. Such dollars can in the indi- 
vidual instance build greater brand or product acceptance. In 
the aggregate, such dollars can also stimulate demand so that the 
time span required to grow up to the enlarged capacity is reduced. 

This point is crucial to our thesis. We are not saying that new 
demand can be induced through the advertising route, even as con- 
sumer incomes, excluding the so-called transfer payments, decline 
and other recessionary developments undermine consumption. In 
contrast, our primary emphasis here is upon the investment de- 
cision. A well-rounded investment decision covering all aspects 
of the firm in relation to the economy as a whole recognizes the 
essentiality of demand creation and product acceptance, as much 
as it does the need for means of physical production or for ad- 
vancing technology. 

Such a decision recognizes, too, that investment is a continuing 
process over the life-span of the firm; in particular,the varia- 
tions in the product-mix of the investment package should be syn- 
chronized. Too often, however, outlays for advertising are still 
viewed as linked to short-run sales and profits, as distinct from 
the longer-range or pay-off periods set initially for physical plant 
and equipment, and more recently, for research and development. 
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We would like to repeat in this connection a statement of Profes- 
sor Jay Forrester of M.I.T., before the Advertising Research 
Foundation last October: ‘‘It (advertising) should operate as part 
of a team for creating long-range profitable company success. By 
so doing, it will automatically make its proper contribution to the 
general welfare and to growth of our economy.’’ 

A basic failing in current practice over the cycle is thus to 
overlook the opportunities for profitable investment through adver- 
tising. There is still a lack of widespread recognition that as the 
need for funds to expand output or capacity is met and then dwin- 
dies, the need for funds to enhance demand may increase. As 
business philosophy and techniques begin to harness all three in- 
vestment forces—physical capital goods, research and develop- 
ment, and advertising—over the full business cycle, the results 
may well be a steady and more effective stabilizer for the tradi- 
tional source of economic instability, the volatility of private 
investment. 

Finally, this may now be a propitious time to raise these issues 
of the management treatment of advertising investment. The first 
postwar decade can be viewed as the catching up of backlogs in 
consumption and physical capacity which arose during World War 
II, further expanded by the significantly higher level of total econo- 
mic activity in relation to the depressed decade of the 1930’s. 
Thus, demand in the first postwar decade or so was underwritten 
by prior events. It was a decade of production to catch up with 
basic needs—basic in the context of an advanced technology and 
economy. We may now be entering a new period in which the em- 
phasis may have to shift from production to stimulation of demand. 
Important shifts in the composition of demand may be in the mak- 
ing. 

All companies are, or should now be, vitally interested in the 
rebudgeting of consumer spending. In such an environment, adver- 
tising has a leading role to play. Along with new product develop- 
ment, advertising can help to influence this rebudgeting process. 
The individual company as well as the industry will become 
engaged in a much more bitter struggle to maintain, if not to in- 
crease, its share of the market. 

Advertising may also come to play an important role in the 
competition among the multitude of goods and services available 
to the American public. An auto manufacturer facesas much com- 
petition from the new foreign travel vistas opened up by the age of 
jet air transportation as he does from his competitor in Detroit 
(or Germany). 

Thus the consideration of a longer-range time horizon for ad- 
vertising comes at a particularly appropriate time. Properly 
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employed, advertising can serve to cushion, if not to generate, the 
shifts in the composition of the consumer spending dollar which 
can have a profound impact on the company’s fortunes. 

This constructive approach to the role of advertising can be 
compared with some recent criticism by Professor John Galbraith 
in his Affluent Society. Professor Galbraith has directed some 
unkind words to the advertising profession, claiming that they are 
forcing unwanted consumer goods upon the public. He goes on to 
argue that government should spend more in behalf of consumers, 
particularly in light of the alleged misdirection of their consump- 
tion. Galbraith is little concerned with the cyclical problem. 

In contrast, advertising given its proper place in the available 
toolkit of management policies would help smooth out the course 
of an individual company’s activities. In so doing it would serve 
as a major counter-cyclical device—private rather than govern- 
mental. 


= 


21. “STABILITY IN A MOBILE WORLD” 


Thomas Morvill* 


O know the nature of today’s economy, begin by examining the 

impact of the automobile. The automobile is the pivot upon 
which our civilian economy turns. New car sales totals, or pre- 
dictions of future sales, are eagerly studied as a prime clue to the 
trend of business. Tied to the fortunes of the motor car are steel, 
oil, rubber, cement and asphalt; hotels, motels and resorts; shop- 
ping centers and drive-in theatres. Our cities are shaped by the 
automobile. Our marketing plans must be geared to it. 

Because America today is a nation on wheels, the mobility of 
people is a factor to be weighed in any study of our economy. To 
speak of advertising as a stabilizing force, one must first recog- 
nize that our economy is not static but ever-changing; that our 
markets are on the move; and that marketing must move with them. 

Any hope that I may have of contributing to the assigned topic 
is also tied to the automobile, for the simple reason that automo- 
bile insurance and its marketing are the only areas of advertising 
in which I have any experience. Part of my hope of intriguing 
your interest lies in the fact that insurance advertising is an un- 
known quantity to most marketers. One authority has said that in- 
surance ranks as an advertiser with coal mining and fisheries. 
But there is a good deal of evidence that our business has already 
burst its cocoon in the use of advertising as a marketing tool. It 
is hoped that some of the experiences of our business will be 
transferable to yours and that in the process we can relate them 
to our topic. 

Automobile insurance is marketed in two principal ways. A 
brief description of these two methods is necessary as a founda- 
tion for this discussion. 

The oldest method, and the one that still does the larger share 
of all the business, is known as the American Agency System. 
That approach has these characteristics: The agents are inde- 
pendent of companies. They represent not just one but usually 
three to five separate, competing automobile insurers, They 
attach great improtance to the fact that they ‘‘own the expiration,’’ 


*Thomas Morrill, Vice President, State Farm Insurance Companies. 
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which means that the policyholder is tied to the agent rather than 
to any insurance company, and the agent canand does shift the bus- 
iness he controls from one company to another at will. Obviously, 
this gives the agent considerable bargaining leverage with the 
companies he represents. 

Traditionally, such agents represent the so-called ‘‘Bureau’’ 
companies—those using uniform prices and policy contracts for 
the automobile insurance they sell, established by duly licensed 
and state-supervised rating bureaus. In marketing terms, the 
American Agency System agent resembles a jobber, or perhaps a 
retailer of consumer goods. He has no more desire to be identi- 
fied in the minds of his customers with any one insurance company 
than a retailer has to be associated with one kind of soap. 

Within the last two decades a new method of distributing auto- 
mobile insurance has emerged to challenge the American Agency 
System. It is the method originated by my own company, and one 
that is now the pattern for many others. Its central characteristic 
is that of a marketing partnership between company and agent. 
Although our agents are independent contractors as distinguished 
from employees, they represent us exclusively. In this vertical 
approach to insurance distribution, there is a welding of company- 
agent identity, the opportunity to create through advertising and 
service a distinct corporate image, recognizable in the market 
place. 

The impact of that approach on the traditional automobile in- 
surance agent has been something like that of the supermarket on 
the corner grocery store. It has been referred to as a marketing 
revolution. Those of us who align ourselves on the side of innova- 
tion speak of it as ‘‘progress in the public interest’’ while those on 
the side of tradition speak of ‘‘chance and confusion.’’ Marketing 
innovations in other fields, so it is said, have had a similar re- 
ception, 

Some 800 American insurance companies will earn about $5.5 
billions of automobile insurance premiums in 1958. Independent 
companies will do a third of that total. The largest independent, 
which happens to be my own company, will do about 6.5% of the 
business, which compares with 3.7% in 1950. In the light of this, 
it should not surprise you to hear that we enjoy some important 
advantages in the market place. The ability to use advertising 
effectively is one of these advantages. How this helps to add sta- 
bility in a non-static economy is our subject. 

Within the shadow of our home office in Bloomington, Illinois, 
an agent of the traditional type recently took office space and put 
up an illuminated sign. It reads ‘‘Insurance—All Kinds.’’ 
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Symbolically, it illustrates the task of such an agent in competing 
for the attention of the prospect and in becoming a recognizable 
identity. Our agent, by contrast, is the exclusive distributor of a 
recognized brand, established in the public mind through powerful 
and sustained print, broadcast, and outdoor advertising. Our agent 
links his identity to that of his company by local newspaper or 
broadcast media under a cooperative advertising program on a 
share-the-cost-basis, by direct mail, by the use of company-pre- 
pared visual sales presentations and hand-out pieces. 

In mobile America, people are constantly shifting from place to 
place. If our policyholder moves to a new town, he will find his 
own insurance company there—a familiar emblem, a sense of secu- 
ity, a constant which offers stability in a non-static world. 

This, then, is one contribution of every advertised brand. 
When a family moves from one place to another, the housewife is 
comforted by the familiar labels on the supermarket shelves. 
Johnson’s Wax is still Johnson’s Wax. A ‘‘Coca-Cola’’ sign is 
everyone’s tie to home, the world over. 

One of the most important contributions that advertising makes 
is that of marketing efficiency. In the automobile insurance busi- 
ness, most of the traditionally operated companies are blocked by 
their own distributive mechanism, as we have seen, from the ef- 
fectiveness of consumer advertising. As a result, most of them do 
little or none. Those that do advertise spend modest amounts of 
money for that purpose. 

In contrast, the big advertisers in our field are the two leading 
independents, each of which has a multi-million dollar program. 
Yet the stock insurance companies of the United States as a class, 
(Bureau and independent stock companies combined) spent nearly 
26 per cent of the premium dollar in 1957 for selling expense 
(acquisition costs) on automobile insurance. The biggest stock in- 
dependent, despite its substantial advertising expenditures, spent 
only about 19.6 per cent of the premium dollar for all selling 
costs. My own company, also with a substantial advertising pro- 
gram, spent 15.2 per cent for selling costs, of which only 11.6 per 
cent came from the premiums and 3.6 per cent from non-recur- 
ring fees paid by members when they join up. The difference in 
Selling efficiency is even more pronounced than these percentages 
indicate because of the lower rates of independents. If, for ex- 
ample, my company’s prices for automobile insurance average only 
75¢ for every dollar charged by the Bureaus, a reasonable as- 
sumption, then our selling cost becomes 11.4 per cent against the 
Bureau’s 26 per cent. 

These low costs are the product of a total marketing plan, a 
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concept that includes advertising as an integral and important 
part, and which results in the distribution of the services which we 
offer more effectively and at lower total cost. 

One of the by-products of lower selling costs, as suggested, is 
that automobile insurance is offered by independent companies at 
substantially lower cost than by the traditionally-operated Bureau 
companies. The savings are large, running typically $30 or more 
per year on a low-priced car, sometimes less but often much 
more depending upon the particular situation. In our business 
effective advertising, efficient operations, and low cost to the 
customer go hand in hand. 

As individual enterprises, the principal vertical, independent 
distributors of automobile insurance tower over the rank and file 
of automobile insurers. Their mass-marketing approach, sup- 
ported by adequate advertising, has led to mass sales, which in 
turn lead to the efficiencies and economies of mass operation. 
Here again we find a characteristic of our business which echoes 
the common experiences of giant industry elsewhere. While we do 
not have industrial processes, we do have clerical routines to be 
fulfilled, great masses of data to be processed. This year, for ex- 
ample, we will bill ten million premium notices for $385 million 
dollars, pay 1.5 million claims resulting from automobile acci- 
dents, issue 1.25 million new and 2.5 million revised or reinstated 
policies, In the process, we will send out11 million pieces of cor- 
respondence. All of this is handled through a network of regional 
offices, in which the very mass of the work makes possible the 
use of the most advanced electronic equipment as well as other 
modern office machinery. The economies, compared with the cost 
of traditional methods, are substantial. In modern concepts, it is 
not too much to say that this internal aspect of our business is as 
much a part of our total marketing operation as is our adver- 
tising or the agent himself. That economical and efficient mass 
operation adds stability to the economy, and that itis rarely 
found apart from aggressive advertising is perhaps self-evident. 

In a service business, great size has inherent advantages. 
Through roadside signs, trademark headings in the yellow pages, 
and the local media ads of agents, the traveling policyholder of 
an independent, vertical distributor of automobile insurance can 
depend upon obtaining any service that he may require wherever he 
drives. The security that comes from being able to find one’s own 
insurance company in the phone book when an accident happens far 
from home is apparent. Advertising is the communications device 
that makes this kind of peace of mind possible. It is not available 
to the agent offering ‘‘Insurance—All Kinds,’’ whose identity may 
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be well established at home, but can scarecely be extended far be- 
yond its borders. 

We find that the ability to advertise and deliver service na- 
tionally binds our policyholders closer to us. It is a result un- 
doubtedly duplicated by many national advertisers where the 
rendering of service to customers is a significant part of their 
business. When the confidence of the customer is strengthened, 
every business gains in stability and the ability to weather econ- 
omic blows. 

The Bureau companies made a comprehensive and competent 
survey of the automobile insurance market. It indicated that some 
21 million car owners buy Bureau insurance, paying, in the proc- 
ess, prices considerably higher than those generally available 
from many other companies. Then this significant finding 
emerged: Seven out of ten of these high-rate customers thought 
they were paying the lowest price possible. 

Our surveys show that our own policyholders generally know 
that they are paying less—a knowledge not to be taken for granted. 
But apparently low-price claims bounce too readily off most of us. 
That is why our current campaign has been designed to break 
rather aggressively into the reader’s stream of consciousness. 
For a buyer to act in an informed way, he must understand the 
choices available to him. Like you, we rely upon advertising to 
help achieve that objective. 

Superior marketing skills are usually a reflection of superior 
total management. It is in the market place that the fate of mar- 
ginal enterprises is determined. The public can only gain when 
the vigorous, the dynamic and the efficient producers survive. 
The result characteristically is a superior product or service at 
lower cost. 

Surely it is a contribution to the stability of the economy to 
facilitate the workings of the laws which govern it. This is one of 
the roles which advertising fulfills. 

A corollary effect is the speeding up of market place proc- 
essing. Advertising men have at times observed that advertising 
really can do nothing for a product that it cannot do for itself in 
the course of time. Advertising simply accelerates the process. 
Advertising cannot long sustain the inferior. It can and does 
greatly speed up and sustain the acceptance of a good product. 
By accelerating the dynamics of the market, stability is increased 
much as a gyroscope stabilizes a ship, or centrifugal force keeps 
a sputnik in orbit. 

Advertising is in a sense the poetry of business, the music of 
industry. In its creativity it parallels, through the media of mass 
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communication, the inventiveness of engineers and production 
specialists. It is invention and creativity which lift our economy 
out of the doldrums of yesterday’s products and yesterday’s 
methods. 

Some say that the advertising business is marked by stress, 
strain and insecurity. That view is indeed uninspired. Advertis- 
ing is a fun business. As no other, it gives men the opportunity to 
let their imaginations soar, to release without apology every 
brilliant spark of creativity which they may possess, and in so 
doing to open vistas for private enterprise beyond our hopes. It 
substitutes for the stability of mediocrity and sameness the ex- 
citement and challenge of the new and imaginative. 

It is said that man is distinguised from all other creatures by 
the need that he feels to improve his mode of life. This is called 
“‘The driving discontent.’’ Advertising can scarcely have a great- 
er purpose than to fan that driving spark of discontent into the fire 
of economic progress, and give us all an economy made stable by 
an ever-unfolding of new miracles. 


22. “ADVERTISING AS A STABILIZING 
INFLUENCE IN OUR ECONOMY 


- FROM THE POINT OF VIEW 
OF A TAX ATTORNEY” 


Robert A. Schulman* 


OU have been good enough to invite mehere in my capacity as a 

tax lawyer, to present to you a realistic appraisal of the tax 
problems inherent in any plan to implement the need for main- 
taining advertising during periods of slackening consumption, 
despite the fact that advertisers’ profits are plummeting. De- 
creasing receipts, to most businessmen, constitute a double deter- 
rent to continued spending for advertising: cash may simply not 
be available, or if available, may be hoarded so far as possible 
against the day when, because of a worsening of the market, it 
might be needed to meet the fixed costs of the business. It has 
been demonstrated that the curtailing of advertising in such peri- 
ods can be penny-wise and pound-foolish for the individual busi- 
ness and especially for the total economy. On the other hand, 
isolated and unilateral efforts on the part of a few businesses can- 
not be expected to exert any substantial stabilizing influence on 
the economy. At the other extreme, there has been criticism, 
some of it justified, of over-advertising, over-stimulation of de- 
mand in periods of short supply. Such advertising only increases 
existing inflationary pressures. The businessman, with high 
profits, particularly during excess profits tax years, is often 
tempted to incur tax-deductible expenses for advertising in the 
hope that he will derive some long-term benefit therefrom, even 
though currently he already has too many customers and not 
enough wares. 

Accordingly, examining possible changes in the tax law, I 
would assume that the ideal goal of such legislation is threefold: 


1. To make cash available for the extensive advertis- 
ing needed in periods of declining prosperity. 

2. To provide an incentive, not only for the accumula- 
tion of a cash reserve in good times, but for its im- 
mediate disbursement for advertising in bad times. 

3. To curtail over-advertising in periods of high 
prosperity when consumer goods are in short supply. 


*Robert A. Schulman, member of the firm of Wenchel, Schulman, and Manning. 
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Deductible Advertising Reserve 


Many of you are doubtless familiar with the general tenor of 
proposals which have been made in the past for the setting up of 
an advertising reserve to permit the accumulation of funds from 
year to year until needed. To provide an incentive to business to 
establish such reserves, these proposals have sought a current 
tax deduction in the year such funds are set aside or earmarked 
rather than in the later year when actually expended for advertis- 
ing. 

One proposal, which was propounded in the early 1950’s would 
have permitted the establishment of a deductible reserve for ad- 
vertising in the form of purchases of government bonds. The 
amount of bonds purchased and earmarked for the reserve during 
any year would be deductible in that year. In subsequent years, 
the bonds could be cashed to provide funds for advertising in addi- 
tion to those which the business could afford to spend out of cur- 
rent income. Of course, advertising expenses paid for by with- 
drawals from the reserve would not be deductible in the year 
incurred, However, in theory, such withdrawals would be made 
primarily in years of declining profits when the company would 
have less taxable income from which to deduct the full amount of 
its advertising expense. Any amounts not used for advertising 
within five years would be returned to income and taxed as income 
during the fifth year. 

The five-year provision in this proposal of course represents 
a guarantee of sorts that the reserve shall bear some relation to 
subsequent expenditures. 

The details of an advertising reserve could, of course, be 
varied, Instead of prescribing a five-year revolving fund, the 
amount of the contribution for any year might be limited to, say, 
50 per cent of that year’s actual expenditures for advertising with 
a further aggregate limit on the reserve itself equal to twice the 
average annual expenditures for advertising over the previous five 
years. The real problem in this sort of approach is to prevent 
diversion of the fund for purposes other than that intended. That 
is to say that Congress, in permitting the taxpayer to pick and 
choose the year of deduction, would do so only on the clearest 
showing of extraordinary need for flexibility in the timing of the 
particular business expense coupled with a real needin later years 
for extra funds. 

Requiring that amounts ina reserve fund not used for the spe- 
cific purpose of the reserve be returned to income and then taxed 
is not, of course, a real deterrent to diversion. An equivalent 
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expenditure for some other type of business expense would give 
the corporation of offsetting deduction, and the net effect, taxwise, 
would be no different than if the expenditure had been made direct- 
ly from the reserve fund itself. 

Primarily because of the difficulty of preventing diversion and 
because of the distortion in taxable income inyears when funds are 
merely set aside, Congress and the Treasury Department have 
adamantly resisted proposals for any type of reserve for future 
expenditures. 

During World War II, for example, industries converting to 
war production foresaw the necessity of extra funds to re-tool af- 
ter the war for normal production. Because their taxable income 
was largely subject to the excess profits tax during the war at an 
effective rate as high as 85.5 per cent, allegedly they might other- 
wise find it difficult to retain sufficient earnings to cover the cost 
of reconversion. But even though their proposal for a reconstruc- 
tion reserve included a provision that amounts in the reserve not 
so expended should be taxed at the same rate as when the payments 
were made into the reserve, the Congress refused to accept the 
provision, 

More recently in the 1954 Code, Congress did enact Section 
462 permitting the establishment of deductible reserves to cover 
certain relatively fixed future liabilities such as product warran- 
ties and repair guarantees. After one year, this provision was de- 
leted—retroactively. And just this year, the hard-pressed rail- 
road industry sought a reconstruction reserve for later replace- 
ment of equipment, which reserve provision would have been 
available not only to the railroads but to all modes of transporta- 
tion. Despite obvious Congressional sympathy for the railroads’ 
financial plight, the measure was rejected. 

It will be noted that there is a significant difference in the re- 
serves which I have been discussing and those reserves with 
which we are all familiar~e.g. for depreciation and depletion. 
These latter reserves, in theory at least, represent a recovery of 
costs already incurred in acquiring business assets. Ina slightly 
different category is the reserve for bad debts. Here, however, 
payments into and withdrawals from the reserve are presumably 
self-correcting from year to year; it is impossible to set aside or 
divert any substantial sums for indeterminate future use.’ 


1. There is an excellent discussion of funded advertising reserves by Row- 
land Collins, Dean of the New York University Graduate School of Business in 
Printers’ Ink for December 14, 1951, with respect particularly to the accounting 
distinctions between a funded and an unfunded reserve. While a funded reserve 
restricts somewhat the availability of the reserved amounts for general business 
expenses, it probably cannot be safeguarded, tax-wise, against diversion much 
more effectively than an unfunded reserve. 
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Perhaps pension and profit-sharing plans constitute the closest 
analogy in our tax law to a deductible reserve for advertising. 
Current payments pursuant to such a plan are, of course, deducti- 
ble in recognition of the long-range benefits tothe total economy of 
income payments to retired employees. Diversion is absolutely 
precluded by establishment of a separate trust, none of whose 
funds can ever revert to the corporation. Any excess upon disso- 
lution is divided among the then beneficiaries of the plan. 

I have considered the so-called advertising reserve at length, 
and somewhat pessimistically, notwithstanding it meets the three 
objectives outlined earlier. An honest appraisal of this problem 
indicates that efforts to have an advertising reserve legislatively 
accepted by the Congress would be long and time-consuming, 
would require the concerted and individual efforts of your mem- 
bers and others to educate Congress to the stabilizing influence 
of advertising in our economy, and even then would carry little 
immediate hope of success. 


Section 531 


To the extent that the establishment of an advertising reserve 
constitutes sound business planning there is no reason why busi- 
nesses cannot set up their own voluntary and non-deductible ad- 
vertising reserves, apart from Section 531 of the 1954 Code (which 
originally became famous, or infamous, as Section 102 of the 1939 
Code). As is well known, that section levies a penalty tax upon 
earnings accumulated by a company beyond its reasonably ascer- 
tainable needs. Treasury pronouncements and court decisions 
alike make it reasonably clear that such needs, at present, may 
not include an advertising fund to be held against the mere possi- 
bility of a business recession. 

However, if business is to have cash available in periods of de- 
clining profits to spend for advertising, that cash must have been 
set aside from earnings in profitable years, and it obviously must 
represent an amount over and above that which otherwise can be 
retained for the ‘‘reasonable needs’’ of the business without penal- 
ty under Section 531. 

Accordingly, it seems desirable that Congress adopt an amend- 
ment to Section 531 which would, in effect, exclude from accumula- 
ted earnings and profits for Section 531 purposes a reasonable 
reserve for advertising. Such an amendment would, at least toa 
limited extent, encourage the establishment of advertising re- 
serves, especially in the case of closely-held corporations which 
are frequently vulnerable to Section 531. 
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The legislation or committee reports should also make it clear 
that extraordinary advertising expenditures during periods of re- 
cession are to be encouraged, and are to be deductible under Sec- 
tion 162 as ordinary and necessary business expense. 

By reason of a 1958 amendment to the Revenue Code permitting 
a three-year carry-back of net operating losses, the establishment 
of non-deductible reserves, immune from Section 531, would now 
provide a partial alternative to the deductible advertising reserve, 
which alternative was not available in the early 1950’s when the 
deductible advertising reserve proposal was extensively discussed 
in several trade journals. Deductible expenses—including adver- 
tising—in excess of income during any year constitute, loosely 
speaking, a deduction from prior and subsequent years’ taxable in- 
come. During the years 1950 through 1953 such a loss could be 
carried back only one year. Until this year the carry-back period 
was two years. Section 172 has now been amended to permit a 
three-year carry-back and, as before, a five-year carry-over. 

Under the 1958 three-year carry-back amendment a corpora- 
tion which in earlier and prosperous years has voluntarily set up 
a reserve for advertising (without benefit of a current tax deduc- 
tion) is able to achieve almost the same tax result as under a de- 
ductible advertising reserve. Thus, suppose Corporation A during 
both 1957 and 1958 had taxable income of $1,000,000 before taxes, 
$480,000 after taxes. In each of those years, it set aside $100,000 
in an advertising reserve. In 1959, a poor year, the corporation 
is without ready funds to commit to advertising, and its taxable 
income, before deducting any advertising expenses, will be zero, 
If it withdraws the $200,000 from its voluntary advertising reserve 
for advertising during 1959, it will have a net operating loss for 
that year of $200,000, which can be carried back against 1957 in- 
come, and normally, within 90 days after the close of 1959 receive 
a refund—additional cash at a time when needed—of $104,000. 

An amendment to Section 531 permitting the establishment of 
a voluntary advertising reserve which would not be regarded as 
accumulated earnings and profits for improper accumulation pur- 
poses would perhaps, with proper ‘‘education’’ of business, serve 
as a psychological and practical inducement to many businesses 
to cooperate voluntarily in setting aside substantial funds for ad- 
vertising. In fact, in the example given, the only net difference 
to the corporation is the loss of theuse of $52,000 for one year and 
$104,000 for two years—a benefit which Congress would hardly re- 
gard as a legitimate basis for establishing a deductible advertising 
reserve. 
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Conclusion 


Any legislation along the last-mentioned lines requires first of 
all that Congress be convinced that advertising, in our present 
economy, can play a substantial role in stabilizing that economy. 
From a practical point of view, it appears that initial efforts 
should be directed toward obtaining modification of Section 531 to 
permit the establishment of a non-deductible reserve for adver- 
tising which would not be regarded as accumulated earnings and 
profits for Section 531 purposes. Many businesses, especially 
closely held corporations, might welcome an opportunity to set 
aside additional funds earmarked for future advertising which 
would be immune from attack under Section 531. And such re- 
serves would, of course, provide a ready source of cash for ad- 
vertising in bad years. In conjunction with a non-deductible re- 
serve, the 1958 amendment permitting a three-year carry-back of 
operating losses is of course helpful to the extent it permits an 
immediate tax refund in respect of advertising expenditures from 
the fund which results in a net operating loss. 

Equally important is the fact that an amendment permitting 
such reserves free and clear of Section 531 penalties would con- 
stitute a recognition by Congress of the unique and vital role which 
advertising can and should be encouraged to assume in our econ- 
omy. As such, it represents a significant advance toward any 
long-range goal of legislation which would permit the establish- 
ment of deductible reserves for advertising. 

This will not be an easy task and it can only be done when Con- 
gress is persuaded that a real incentive is necessary in order that 
businesses generally will set aside sufficient funds to do an ef- 
fective job of stimulating demand in periods of declining consump- 
tion, 
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23. “THE ADVERTISING AND PROMOTION 
OF FARM PRODUCTS -- SOME 
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 yirsoinbiny agriculture for a long time has had a propensity for 
slogans and symbols, During the past several decades, phrases 
as “‘equalize the tariff,’’ ‘‘parity-price,’’ ‘‘parity-income,’’ ‘‘flex- 
ible price supports,’’ have at various times been the rallying cry 
of farm groups. But such slogans have been more than emotional 
declamations; they have been closely tied to proposed or effectu- 
ated national programs and policies. Now, more and more seg- 
ments of American agriculture are joinging the growing chorus of 
what may develop into another historic slogan for agriculture—a 
modernized triple-A— ‘‘Advertising is Agriculture’s Answer.’’ Al- 
though not yet generally permissive under federal legislation, an 
increasing number of states in recent years have enacted enabling 
legislation for advertising and promotion of farm products by com- 
modity groups. Such activities supplement those of regional and 
national trade associations as well as of cooperatives and private 
firms selling farm products. 

It is not necessary to emphasize that advertising and promo- 
tion of agricultural commodities is not something new. What is 
relatively new, however, is the acceleration with which commodity 
groups under state enabling acts are turning to advertising as a 
vehicle for what they term ‘‘expanding the market.’’ That such an 
approach is fraught with frustration for farm commodities plagued 
with chronic surplus need not be stressed; nor do we here discuss 
that problem. Also, we do not consider the normative and welfare 
aspects of advertising and the extent to which social waste is in- 
volved is indeed it is involved. To delineate further the area of 
discussion, we do not distinguish between ‘‘informative’’ and 
‘‘persuasive’’ advertising, a not very useful dichotomy which re- 
minds one of the scholastics distinguishing between legitimate 
interest and illegitimate usury. Further, we do not discuss prob- 
lems of statistical analysis and measurement, 
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A serious question is involved in the economic analysis of 
advertising and promotion; that is, the lack of an anchor to which 
to tie the analysis. The theoretical developments to date, as well 
as most treatments of advertising, generally assume (explicitly or 
at times implicitly), that increased sales occur along with in- 
creased selling costs. Yet, the basis for such an assumption is 
questionable. Samuelson has shown that even under monopoly 
there is no unique effect on equilibrium output or price when sell- 
ing cost is introduced. After his proof, he writes, ‘‘Thus, the di- 
rection of change of output depends upon the direction of shift of 
the marginal revenue schedule (upward and downward) as adver- 
tising changes. Now, there is nothing in the formulation of the 
problem which requires that this shift be of any particular direc- 
tion. Hence, short of quantitative empirical investigation of sales 
responses to advertising no presumption is possible. .. . It is not 
possible, therefore, to state whether output will be larger or 
smaller under positive advertising expenditures as compared to no 
advertising expenditure. It may be pointed out that the effect of 
advertising upon price is also incapable of unambiguous infer- 
ence. . . .’?* When other forms of market structure are introduced, 
the issue is even more pertinent. 

In the analysis of production, we lean on technological con- 
siderations which suggest the nature of the productivity functions; 
and when demand is theoretically dealt with, we lean on the ‘‘law 
of demand’’ with its ceteris paribus negative relation between 
price and quantity. At the macrolevel, we can posit a positive re- 
lation between aggregate consumption and income. But we have no 
technological or psychological considerations which logically impel 
us to accept a particular directional relation of selling costs to 
output or price. Within the frame of profit maximizing by the 
firm, we can say only that if advertising costs are incurred, the 
demand curve may shift so that compared with the previous equi- 
librium situation either a larger quantity may be sold at the same 
price, the same quantity sold at a higher price, a larger quantity 
sold at a lower price, or a smaller quantity sold at a higher price. 
Such a range of permissible outcomes can be expected to be un- 
comfortable for the economist but alarming to farm commodity 
groups already convinced of the inevitable favorable results of ad- 
vertising and promotion. 

From the view of the economic principles involved, there is the 
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added question as to whether there is something unique about ad- 
vertising and promoting farm products compared with nonfarm or 
industrial products. Most farm products are generally recog- 
nized as being relatively inelastic in demand with respect to 
price, as having a relatively low elasticity of demand with respect 
to income, and relatively high cross elasticities of demand with 
respect to prices of a wide range of products. Associated with 
these demand characteristics is the fact that, in our society with 
its mores and institutions, ‘‘the human stomach is highly inelas- 
tic’’ as evidenced by the stable per-capita disappearance of food 
in terms of poundage. These aspects lead to the view that popula- 
tion and its age distribution are the variables which primarily de- 
termine the level of aggregate food consumption and that increased 
per capita consumption of particular foods is highly sensitive to 
the substitution principle. Whether this raises distinctive issues 
about advertising food products, however, is another question. 

One can build a case that, in terms of economic principles and 
analysis, advertising and promotion of farm products do not es- 
sentially differ from industrial products. Yet, there is the point 
that, because of the high substitution effects, the economic analysis 
of advertising of farm products calls for particular attention to the 
interproduct, interfirm, and interindustry relationships. The 
competitive advertising reactions among industries whose products 
are close substitutes require that the advertising reaction effects 
be explicitly reflected in the analysis. A beginning in that direc- 
tion has recently been made through the use of game theory” 

If we put aside the measurement problem and consider theoret- 
ical aspects of advertising which can be incorporated into partial 
equilibrium firm theory, a catalogue of suggestions can be com- 
piled. If, for example, we limit ourselves to a single-product, 
profit-maximizing firm which advertises and which is concerned 
with a single period under certainty and which borrows funds to 
supplement its own capital and also makes outside investments, 
the equilibrium static solution can be stated in the following nec- 
essary marginal conditions: output, advertising expenditure, in- 
vestment in the firm’s own operation, and the firm’s outside in- 
vestment are carried to the point where the firm equalizes its 
marginal rate of internal return, marginal rate of advertising re- 
turn, marginal interest rate of borrowing, and marginal interest 
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rate of outside investment, This type of solution suffers from the 
same shortcomings as those of the Buchanan and Dorfman and 
Steiner models, except that here borrowing and investment are ex- 
plicitly reflected. The borrowing and investment issue merits 
emphasis because firms do borrow funds to make advertising ex- 
penditures and because in a sense advertising may be viewed as a 
form of investment; different from capital or usual investment in 
that advertising investment is intended to affect present and future 
demand for the product while plant and equipment investment is 
directed to affect the volume and character of output and supply. 

In the literature on advertising and promotion, it is usual to 
distinguish between ‘‘production costs’’ and ‘‘selling costs,’’ al- 
though various writers do not agree definitionally. On this point it 
may be pertinent to recall what Frank Knight wrote in 1921, “‘. 
the ‘production’ of wants is like the production of goods. . .the ad- 
vertising, puffing, or salesmanship necessary to create demand 
for a commodity is causally indistinguishable from a utility in- 
herent in the commodity itself.’’* Following that theme, it may be 
necessary to articulate more sharply the definition of ‘fa product,’’ 
recognizing the difference between output as it is physically gen- 
erated by the conventional production function and ‘‘the product 
image’’ as it is viewed by the consumer subject to advertising, 
promotion, and the crafts of ‘‘the hidden persuaders.’’ If the con- 
sumer’s image of the product is accepted as the essential one to 
be concerned with, the conventional production function might be 
modified so that it includes advertising and promotion inputs 
along with the usual types of inputs. Then, the analysis can be 
carried forward along the established lines of marginal productiv- 
ity theory to derive equilibrium values for output and price of 
‘“‘the product’’ and optimum utilization of the services including 
those reflecting advertising and promotion. But the marginal 
productivity functions of advertising and promotion would be as- 
sumed known or derivable as are those of other services in the 
production function. To one who is interested in theory only, that 
is not an unusually heroic assumption. But those who have labored 
over the empirical estimation of even conventional production 
functions might shudder at the thought of empirically deriving 
marginal productivity functions for advertising and promotion. 
Advertising alone includes consumer and trade advertising; while 
promotion includes consumer deals, premiums, coupon offers, 
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menu-related item promotions, contests, sample and demonstra- 
tion programs, special displays, various trade deals, and special 
promotion associated with the introduction of new products. 

It is Chamberlin’s distinction between ‘‘selling costs’’ and 
“production costs’’ which is most widely followed. He wrote, 
‘Selling costs are defined as costs incurred in order to alter the 
position or shape of the demand curve for a product.’’ Contrasting 
the two types of costs, he says, ‘‘Those made to adapt the product 
to the demand are costs of production; those made to adapt the de- 
mand to the product are costs of selling.’”* But the problem here 
is again one of specifying what is a ‘‘product’’ or the same type of 
problem referred to by Knight. To circumvent the problem, Kal- 
dor proposes that, ‘‘Selling costs are a phenomenon that emerges 
as a result of joint pricing. . . selling costs are the excess of the 
total expenditures actually incurred at all stages of the chain of 
production and distribution, over the amount that would have been 
incurred, if all separate services performed in the course of the 
productive and distributive process had been priced separately.’”” 
That view follows the one that ‘‘advertising is a particular case of 
subsidized commodities (commodities sold below cost) and the 
economic motive for the subsidy is always the expected conse- 
quential increase in the demand for complementary goods and 
services.’’ Following that theme, one might suggest that a price 
discrimination model could be applied to analysis of advertising 
and promotion. But the conventional price discrimination model 
with its assumed independent outlets would be inadequate; it would 
be necessary to use a more general theory of price discrimination 
with related products and interdependent costs and revenues for 
various productive and distributive services. A somewhat similar 
model would be applicable to the common situation where food 
processors produce and sell, say, canned peaches or margarine, 
under a nationally advertised label and also for distribution under 
a private nonadvertised label. Here, we touch upon an intense 
struggle between nationally advertising processors and chain 
stores or cooperative buying organizations who handle and sell the 
national labels as well as their own private labels, a problem 
with overtones of multiple products, horizontal and vertical in- 
tegration, as well as advertising, procurement, and pricing poli- 
cies. 
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Another theoretical issue bearing on the economic analysis of 
advertising and promotion involves the time distribution of the de- 
mand effects which result from advertising. It has long been 
recognized at the descriptive level that promotion inputs may have 
an effect on demand in subsequent periods in addition or in place 
of the period when the promotion is injected. Some theoretical 
work has been done on the analysis of distributed lag effects of 
advertising expenditures by Jastram.° By assuming lagged dis- 
tributions of sales revenue over time generated by given adver- 
tising expenditures, he derives a revenue multiplier for adver- 
tising. He also develops, in a comparable way, a cost multiplier 
for advertising. Then, he derives the conditions for the rate of ad- 
vertising expenditures to maximize the profit of a planned adver- 
tising operation. The model is a simple one, yet contributes 
meaningfully to the theoretical analysis of advertising expendi- 
tures. Now that it has been shown that a distributed lag function 
can be included in the analysis of advertising, subsequent steps 
remain. One of these is consideration of the alternative types of 
lagged distributions and their effects; another is to integrate the 
distributed lag analysis with the type of simultaneous solution 
multivariable problem treated by Barford, Buchanan, and others. 

The recent revival of interest in distributed lags for the analy- 
sis of investment and demand, the work of Koyck and Nerlove, fol- 
lowing the early contributions of Irving Fisher, suggests that from 
the views of both theory and empirical investigation further prog- 
ress may be at hand in the analysis of selling costs including ad- 
vertising and promotion.” Also, if one were to derive an advertis- 
ing investment accelerator relation to couple with an advertising 
demand multiplier, further light might be thrown on the interaction 
between demand and advertising investment expenditures. In this 
way, distributed lag functions could contribute further to the theo- 
retical analysis and the empirical measurement of advertising 
effects. 

Conventional procedures of establishing advertising budgets as 
some percentage of sales raise another issue. Many firms judge 
the success of their advertising, pricing, and product policies in 
terms of the share-of-market criterion. But here again there 


6. Roy W. Jastram, ‘‘A Treatment of Distributed Lags in the Theory of Ad- 
vertising Expenditure,’’ Journal of Marketing, Vol. XX, July, 1955, p. 36. 

7. L.M. Koyck, Distributed Lags and Investment Analysis (Amsterdam, 1954); 
and Marc Nerlove, ‘‘Distributed Lags and Demand Analysis for Agricultural 
and Other Commodities,’’ June, 1958. (U. S. Department of Agriculture, Agri- 
cultural Marketing Service, Agricultural Handbook No. 141). 


PROMOTION OF FARM PRODUCTS 195 


need be no unique relation between the profit position of the firm 
and its market share. Yet, there is much to the market-share 
concept which requires clarification with respect to advertising 
and selling costs. It may be that here is a linkage between the 
firm and industry—with a logically acceptable definition of prod- 
ucts of monopolistically competitive sellers—for economists have 
possibly more evaded than answered Triffin’s points about whether 
the industry concept is meaningful under monopolistic competition. 

There are many other theoretical issues which merit attention. 
Time, however, permits here only listing a few. One is further 
consideration of the assets-liabilities approach to the theory of the 
firm, following Boulding, in view of the thought that the buyer 
attitudes toward products and brands created by advertising and 
promotion may be classed as an intangible asset of the firm.® An- 
other issue concerns the inventory management area. In products 
manufactured from seasonal agricultural crops, companies with 
nationally advertised labels have a different type of inventory 
problem than do private label packers; the former are faced with 
the need to control inventory and flow to market so that year-end 
out-of-stock positions do not occur on retailers’ shelves. In some 
food product industries, a single nationally advertising firm acts 
as a ‘‘promotion leader.’’ This suggests a model of ‘‘advertising 
leadership and the dominant firm’’ along the general lines of the 
“price leadership and dominant firm’’ model. 

In agricultural as well as industrial products, there are grow- 
ing, stable, and declining industries. No consideration has been 
given, of which I am aware, to the different types of advertising 
and promotion problems facing such industries of varying trend. 
Faced with the apparent fact of secular declining per-capita con- 
sumption, which seems to be the case with some of the fresh 
deciduous or dried fruit industries, what real contribution can ad- 
vertising and promotion make? This type of problem leads to 
long-run issues, whereas practically all of the work done in the 
analysis of selling costs is oriented toward the short run. There 
still remains to be answered the old question as to the relative ef- 
fects, in a Marshallian long-run sense, of price variation and ad- 
vertising as influences on demand and output. 

In considering these issues and others of the type sketched 
earlier, one may wonder whether Sherrard had a point in writing, 
‘‘As deliberate product differentiation, advertising and salesman- 
ship take the center of the stage, economic theory in the traditional 
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sense must depart. A revolution in analysis is calledfor. ..a 
new set of questions, a new philosophical foundation.’’9 My own 
view is more sanguine. Actually, revolutions in analysis do not 
occur in economic theory. Rather, it slowly but persistently 
progresses in an evolutionary way as we face up to and struggle 
with changing and challenging issues and problems. 

Among the many further theoretical issues that could be con- 
sidered in connection with advertising and promotion, I briefly 
comment on only one more. This pertains to what we call the con- 
sumer’s preference structure, a concept which is loaded with vex- 
ing and perplexing issues. What is the nature of the consumer’s 
rationality and the ordering of this preference structure that it is 
deemed so passive and sensitive to advertising and promotion in- 
fluences? Students of society, over the years, have vacillated be- 
tween the ‘‘rationality’’ of man and his being swayed by ‘“‘irra- 
tional’’ influences. A recent view is that of Aldous Huxley who 
states, ‘‘Human beings are a good deal less rational and innately 
just than the optimists of the eighteenth century supposed. On the 
other hand, they are neither so morally blind nor so hopelessly 
unreasonable as the pessimists of the twentieth century would 
have us believe—men and women are decent enough and sensible 
enough to be entrusted with the direction of their own destinies.’’” 

How stable can consumers’ preference structures be if they 
are as subservient to advertising and promotion influences as 
some people seem to believe? Or perhaps the consumer is not, 
after all, servile. So concludes William H, Whyte when he ob- 
serves that, ‘‘For years manufacturers have loved to say that the 
consumer is their boss. Now some of them might like to eat their 
words. He really is,’’ 4 

Yet, there still remains the point that economists have really 
little understanding of the consumer’s preference structure. We 
assume that it is given to us, taking it as it is without serious 
question as to its origin or innate characteristics. Some of us 
have been so preoccupied with ordinal and cardinal measurement 
of utility, with integrability of preference fields, or with com- 
pensatory variation, that very likely inadequate attention has been 
given to some basic questions concerning the origin, stability, and 
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real meaning of consumer preferences. One may respond that 
such questions are outside our province, that they are matters for 
psychologists, sociologists, or even psychiatrists. Be that as it 
may, One may wonder how much economists and students of mar- 
keting can really understand the consumer’s buying behavior with- 
out further clarification of his preference structure. Perhaps, this 
is an area for effective interdisciplinary cooperation; or, perhaps, 
we will be forced to go forward on our own—as has occurred in the 
area of production functions which we are deriving empirically so 
as better to understand what is involved rather than assuming, as 
was previously done, that they are given to us by engineers and 
technologists. In either event, a better understanding is required 
of ‘‘the thing’’ we call consumer preferences reflected by the 
“utility surface.’’ 

One may wonder whether it would be fruitful to view the con- 
sumer’s preference scale as being composed of ‘‘permanent’’ and 
‘“‘transitory’’ components, using Friedman’s terminology in his 
permanent income hypothesis.“ The permanent component of the 
consumer’s preference scale would reflect the hard core prefer- 
ences, relatively stable over time, while the transitory component 
would reflect the temporary and relatively highly variable prefer- 
ences. One might posit that the permanent component is based on 
the cultural and institutional influences, while the transitory com- 
ponent is based on more of the short-run and evanescent situations 
in which the consumer finds himself. This view of ‘‘permanent’’ 
and ‘‘transitory’’ preference is one which may make an under- 
standing of the nature and behavior of the consumer’s preference 
scale more meaningful. This is my conjecture, not yet refined, in 
contemplating what underlies ‘‘impulse buying’’ to which much 
advertising and promotion is directed. 

In discussing ‘‘our preoccupation with more and more consum- 
er goods,’’ a propensity influenced by consumer preference inter- 
dependence and the tendency toward emulation, Galbraith questions 
“two broad propositions’’ on which, he says, is based ‘‘the theory 
of consumer demand, as it is now widely accepted.’’**  ‘‘The first 
is that the urgency of wants does not diminish appreciably as more 
of them are satisfied. . . . The second proposition is that wants 
originate in the personality of the consumer. . . they are given 
data for the economist.’’ Galbraith’s questioning of the first 
proposition can be interpreted as his reawakening to the fact that 
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the marginal utility of money need not be constant, as those famil- 
iar with the assumptions of Marshallian static demand theory have 
long recognized. But I suspect that the theory of individual con- 
sumer demand would be scarcely altered in its essential charac- 
teristics if the Marshallian assumption of the constancy of mar- 
ginal utility of money is dropped. His questioning of the second 
proposition is a literary statement of our earlier point concerning 
the origin and nature of the consumer’s preference scale. Al- 
though he does not impute to advertising outright the blame for 
our preoccupation with more and more consumer goods, he does 
question our preference scale which is subject to influences cer- 
tainly including advertising. 

Even if we accept the view that there remain to be resolved a 
good many theoretical issues bearing on advertising and promo- 
tion, there is still the additional question of relevancy for farm 
products. In that respect we are here concerned with industry or 
commodity-group advertising and promotion of the type currently 
expanding under state enabling acts or the sponsorship of farm 
commodity associations.'4 Examples of the latter are numerous, 
a few of which are the well-known American Dairy Association, 
American Meat Institute, National Poultry and Egg Board, National 
Peach Council, Tea Council of the U.S.A., and the Pacific Coast 
Canned Pear Service. The California Cling Peach Advisory Board 
and the California Wine Advisory Board as well as the Washington 
Apple Commission and the Florida Citrus Commission can serve 
as examples of operation under state legislation. In addition there 
are the long-established and substantial national advertising pro- 
grams of marketing cooperatives such as Sunkist Growers and 
Diamond Walnuts. In addition to large private firms such as Del 
Monte (California Packing Corporation) and General Foods, the 
number of industry or farm-commodity groups having advertising 
and trade promotions possibly runs into the hundreds with aggre- 
gate expenditures of many millions of dollars annually. 

The meat industry alone was recently urged to sponsor a 
‘‘stepped-up. . . promotional campaign’’ supported by ‘‘possibly a 
half-mil-per-pound levy which would realize about $13,700,000.’’»° 
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The report continues, ‘‘the effect on retail meat prices of a half- 
mil-per-pound would be only Csic] about three-quarters of a mil 
per pound,’’ Another way to put it is that, assuming the volume 
would not be affected, the increased expenditures by consumers 
for meat and its products would amount to over $20,500,000 annu- 
ally. But what kind of imputation is that of the effects of the pro- 
jected increase in the consumer price? Some of the unresolved 
theoretical issues noted previously lead to the conclusion that we 
now have inadequate bases even at the conceptual level, not to 
mention the empirical measurement problems, to determine the 
short-run and, even more so, the long-run effects on price and 
volume from advertising and promotion expenditures, 

Despite the types of questions and issues raised here, however, 
one can expect farm-commodity groups to continue and even in- 
crease their interest in and the use of advertising and promotion. 
Such activities, I must assume, will continue to rest more on 
faith than on fact. As the national advertising and promotion bill 
for all goods and services continues to increase at the rate of 
nearly one billion dollars a year, and now approximates ten billion 
dollars annually (more than three times as much as is spent an- 
nually on higher education in this country), farm-commodity 
groups are likely to follow the trend. 

One might ask, why cannot farm-commodity groups exploit 
potential scale economies in promotion to obtain larger profitable 
volume, as do some of the large private firms analyzed by Bain? * 
I doubt that there is an unequivocal answer, but I suspect that the 
situation is different. Large private firms with differentiated 
products are in a position to coordinate their price, output, and 
promotion and are partially protected by various barriers to en- 
try. Farm groups promoting under state enabling acts or com- 
modity associations which advertise do not have barriers to en- 
try, nor are most of them in a position to coordinate their 
promotion activities with output and price which in turn are in- 
fluenced by the independent decisions of the many individual farms 
or firms which compose the group or association. Thus, the rea- 
soning applied to a large private firm does not necessarily carry 
over to a group of farmers who integrate only their promotion 
activities, 

In closing, I should emphasize that I do not insist that adver- 
tising and promotion of farm products by groups of farmers is 
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futile. Neither do I say that such activities should be decreased 
or eliminated. My theme is that presently there are too many un- 
resolved conceptual or theoretical issues to be able really to 
answer simple questions increasingly being asked by many farm- 
commodity groups—‘‘Should we promote and advertise and, if so, 
how? And, especially, exactly how much should we invest in ad- 
vertising, and will it pay off?’’ 

As we progress in our theory and in our measurement, we can 
look forward with some confidence to possible answers not only 
to general problems raised by advertising and promotion policies, 
but also to their applicability to farm products. Our concern, 
however, must not be so focussed on the technical measurement 
of advertising effectiveness that we neglect to investigate the more 
basic economic and policy questions raised by the very use of 
advertising and promotion. 


24. “NEEDED RESEARCH ON THE 
EFFECTIVENESS OF FARM 
PRODUCTS PROMOTIONS” 


Frederick V. Waugh* 


OR several decades, farm products have been advertised and 

promoted not only by processors and distributors, but also by 
farmer-cooperatives, trade associations, and occasionally by State 
governments. Farm groups have had some interest in programs 
of this kind, but their main interest has been in the effieiency of 
production and to a considerable extent in the efficiency of mar- 
keting. Until recently the typcial farmer did not concern himself 
a great deal about ‘‘demand creation.’’ 

This situation is rapidly changing. The enormous surpluses 
of farm products in recent years, together with the desire to avoid 
effective production controls, have dramatized the need for ex- 
panding markets for farm products. To some extent this can be 
done by subsidies such as those now being used to expand exports 
and to divert surplus farm products into lower-order uses. But 
the American farmer needs, and knows he needs, to find bigger, 
commercial, non-subsidized markets for his products. 

This is probably the main reason for the current interest in 
so-called ‘‘self-help’’ programs, such as those proposed by the 
dairy and turkey industries. One feature of these proposals is a 
sort of check-off system through which (if a majority of the in- 
dustry approves) each farmer contributes to a fund to be used for 
research, advertising, and promotion. Promotional programs for 
wool and lamb are already under way, financed by funds withheld 
from the payments made to sheep producers under the Wool Act. 

What kind of research in promotion does the farmer most want 
and need? Probably his main interest at present is in economic 
research, rather than in psychological research. Specifically the 
farmer wants solid statistical facts about the costs of various 
kinds of promotion, and about their dollars-and-cents effects upon 
farm income. 


*Frederick V. Waugh, Director, Division of Agricultural Economics, U. S. 
Department of Agriculture. 
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Psychologists have been doing a lot of exciting work in motiva- 
tion research and depth interviewing.’ Doubtless this kind of re- 
search is glamorous, and profitable to advertisers. It could 
greatly change consumer demand and thus the methods of food 
marketing. But my own personal belief is that most of the basic 
trends in consumer preferences for food are desirable—benefiting 
both consumer and farmer. We don’t need to hypnotize consumers 
into thinking they should go back to more cereals and potatoes at 
the expense of fresh vegetables and meat; nor that they ought to go 
back to fat pork, rather than lean. The farmer’s main interest is 
not in research intended to induce the consumer to buy food she 
doesn’t want and need. Rather, it is in finding kinds of promotion 
that will expand the market for existing farm products in ways that 
increase the farmer’s net income. 

Unfortunately, few agricultural economists have attempted to 
measure the effectiveness of promotional programs in agriculture. 
The studies that have been made have typically come to negative 
conclusions; that is, the authors report that they were unable to 
find concrete evidence that promotion and advertising had been 
profitable.2 But such results should not be taken as final. Statis- 
ticians and economists sometimes fail to discover basic facts ei- 
ther because their statistics are not accurate enough, or because 
they do not use the most appropriate methods. 

In any case, the farmer wants research that will give him the 
same kind of information as that his Experiment Stations give him 
on fertilizer. They tell him the yield of potatoes he can expect if 
he uses specific amounts of various fertilizer ingredients. They 
help him figure costs and probable returns, If the farmer is going 
to put his money into a big advertising campaign to increase the 
market for turkeys, he wants an objective estimate of what is like- 
ly to be accomplished. If that is not feasible, he will want to find 
out, after he has spent his money for a year or two, whether he 
should spend more or less or whether to forget the whole thing. 

Advertisers, themselves, are well aware of the need for econo- 
mic research. In October, 1958, the annual conference of the Ad- 
vertising Research Foundation was devoted entirely to the question, 


1. c.f., Vance Packard, The Hidden Persuaders (New York: David McKay, 
Inc., 1957). 

2. Joseph L. Apodaca, ‘‘Possibilities of Consumer Advertising of Fresh 
Fruits and Vegetables from a National Standpoint.’’ Unpublished Report, USDA, 
Washington, D. C., September 1, 1938; and A. F. Wolfe, ‘‘Measuring the Effect 
of Agricultural Advertising,’’ Journal of Farm Economics, May, 1944. 
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“How can Advertising be Better Evaluated in Today’s Economy??’’ 
Serious attention was given to research intended to evaluate the 
costs of and returns from, advertising and promotion, and the 
progress reported by several corporations and advertising agen- 
cies was impressive. 

I shall discuss economic research designed to measure three 
things: the decay curve, the demand curve, and the returns curve. 


The Decay Curve 


The concept of a decay curve is rather new in economics. The 
term itself is borrowed from physics, especially from the physics 
of radioactivity. Before considering advertising it might be well 
to consider briefly the decay curve for radio-active carbon-14, 
and the use of that curve in archeology.* Radio-active carbon-14 
is found throughout the earth’s atmosphere. It is absorbed by all 
living plants. Moreover, all animals, including man, eat either 
vegetable matter or other animal matter, and thus absorb carbon- 
14. All living vegetable matter and all living animal matter are 
thus radio-active. In fact, they all have the same charge as meas- 
ured, for example, on a Geiger counter. 

But as soon as a plant or animal dies it stops absorbing car- 
bon-14 and starts to lose it by the process of disintegration or 
decay. In about 5,568 years after death, vegetable or animal mat- 
ter has lost one-half of the original charge. Thus, the ‘‘half-life’’ 
of carbon-14 is 5,568 years. This decay goes on at a rate deter- 
mined by a very simple formula. If one-half the charge is lost in 
5,068 years, half the remaining charge will be lost in another 5,568 
years, etc., ad infinitum. Thus, radioactivity never completely 
dies. It does, however, become weaker and weaker with the pas- 
sage of time. 

This theory has been checked in various ways. For example, 
we know at least the approximate dates when several of the Egyp- 
tian Pharoahs died. From this, physicists can predict the amount 
of radioactivity that should remain in the wood used in building 
their coffins. Such predictions have been made and tested. They 
correspond very closely with the known lengths of time that have 
elapsed since the burial of several Pharoahs. In archeology, 
tests for carbon-14 are usually used the other way around, That 
is, usually the date is unknown and has to be estimated by the 
amount of radioactivity measured by sensitive Geiger counters. 


3. Ruth Moore, Man, Time, and Fossils, (Alfred Knopf, 1953), pp. 354-378. 
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For example, the skull of an extinct form of bison was found a few 
years ago in Texas. Encased in its skull was an arrowhead in- 
dicating that the bison had been killed by a man. Archeologists 
had differed concerning the probably date that such a man was 
alive in North America. A careful measurement of the radiation 
left in the bone of the bison indicated that it was killed 9,883 
years ago. The standard error of this measurement was some- 
thing like 50 years. Thus, the evidence is that a man lived in 
North America almost 10,000 years ago. 

All this is far removed from economics. Yet, several econo- 
mists have struggled with a closely related problem—that of ‘‘dis- 
tributed lags’’—as Irving Fisher called them.? In recent years, 
Friedman has found a distributed lag in the effect of past incomes 
upon the current demands of consumers.® Nerlove finds a dis- 
tributed lag in the effect of past prices upon the acreage and yields 
of farm products. These economists found that the effects of 
past incomes and prices gradually diminsih with time, and that 
the reduced effectiveness follows approximately the same law of 
decay as that found in physics. Still more recently, Vidale and 
Wolfe, and Alderson have applied this same concept to a study of 
the effectiveness of advertising.” 

Thus, the general concept of a decay curve may open up a big, 
new field of economic research designed to measure the effective- 
ness of advertising and promotion. Economists and statisticians 
may have been trying to measure the wrong thing. They have often 
looked for some relation between current advertising expenditures 
and current sales (or current profits). This seems appropriate 
only in the case of the most ephemeral types of advertising, such 
as the ‘‘week-end specials’’ advertised by food stores. Most ad- 
vertising is effective for a longer time. 

In fact, these recent studies suggest that most old advertise- 
ments never die—they just fade away. Like an unused storage 


4. Irving Fisher, ‘‘Our Unstable Dollar and the So-Called Business Cycle,’’ 
Journal of the American Statistical Association, 1925. 

5. Milton Friedman, A Theory of the Consumption Function, (Princeton Univ. 
Press, 1957). 

6. Marc Nerlove, The Dynamics of Supply, (Johns Hopkins University Press, 
1958). 

7. M. L. Vidale and H. B. Wolfe, ‘‘An Operations Research Study of Sales 
Response to Advertising,’’ Operations Research, Vol. 5, No. 3, July, 1957; and 
Wroe Alderson, ‘‘The Productivity of Advertising Dollars,’’ Cost and Profit 
Outlook, Vol. XI, No. 3, February, 1958. 
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battery, an old advertisement gradually loses its charge. An ad- 
vertising campaign may attract thousands of new customers, but if 
the advertising is stopped, some of these customers are likely to 
stop buying, perhaps lured away by the advertisements of a com- 
peting concern. Even those customers who continue buying may 
buy less frequently. For example, they may be enthusiastic about 
a new breakfast food for a while, but after a few weeks they may 
prefer a little variety. 

Current sales and current profits do not depend upon current 
advertising expenditures. Rather they depend upon the ‘‘advertis- 
ing charge’’ and upon the accumulated effects of past and current 
advertising expenditures. Mr. Nerlove and I are working ona 
model based upon this concept of an advertising charge. I shall 
not discuss that model in detail, but the general idea is illustrated 
in Figure 1. 


THE DECAY CURVE 
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Figure 1: The Decay Curve 
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on the assumption that from any period to the next, 30 per cent of 
the effectiveness is lost. In other words, while the advertisement 
never dies completely, it is only 70 per cent effective after one 
year, (0.7)* 100-49 per cent effective after two years—and, in gen- 
eral, it is (0.7)" 100 per cent effective after n years. 

If the measurement of the economic effects of advertising are 
important, some businessmen must deliberately disregard much of 
the standard advice about a regular, stable advertising budget. 
They must purposely destabilize the budget—perhaps splurging one 
year and the letting up for a year or two, 

Wherever there is substantial variation in promotional expen- 
ditures from year to year, or from month to month, the effects 
of these expenditures can doubtless be measured by techniques 
similar to those used in measuring the effects of past prices upon 
the acreage and yield of cabbage. 

It appears that the main reason for the negative results ob- 
tained in some previous research in this area was that the re- 
searchers were looking only at the immediate, current effects— 
which typically are small in relation to the total effect. In exam- 
ple given, with a decay rate of 30 per cent, the eventual accumu- 
lated effect is 33 times as great as the initial effect. This is 
indicated by the fact that the total area of all the bars together is 
33 times the area of the first baralone. Suppose that a statistician 
found evidence that two dollars’ worth of advertising returned only 
one dollar’s worth of new business in the current year; the impor- 
tant conclusion would be that it would eventually return 33 dollars’ 
worth of new business. Of course, there is nothing sacred about a 
decay rate of 30 per cent; if it were 20 per cent, the eventual ef- 
fect would be five times as great as in the initial period. 

Of course, the problem is complicated by the fact that dollar 
sales over a period of time are influenced by many factors in 
addition to promotion. They are affected by the growth of popula- 
tion, by changes in tastes, by consumer incomes, by supplies and 
prices of competing products, and so on. But these are not fatal 
complications. Any statistician who analyzes economic trend se- 
ries is confronted by these same complications. Thus, a realistic 
model for measuring the economic effects of promotion must in- 
clude many other variables, such as those mentioned above. To 
fill in this model, the statistician can use the well-known tech- 
niques of least-squares regressions, or perhaps the more elabo- 
rate methods of structural analysis. And, whatever formal method 
he uses, he will do well to check his mathematical findings with 
practical men with experience in marketing and promotion. 
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Demand Curves 


The economist is on familiar ground when talking about demand 
curves. Since the days of Cournot and Marshall, the economist’s 
major stock in trade has been the demand curve, showing the quan- 
tities of some commodity that consumers would be expected to 
buy during a given period at a number of stated prices. The heavy 
line in Figure 2 represents such a demand curve. 
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Figure 2: The Demand Curve 


The general purpose of advertising and other kinds of promo- 
tion is to change the demand curve for some commodity or serv- 
ice. The purpose often is to raise the curve—so that consumers 
will either buy more at the same price or will pay a higher price 
for the same quantity. This is illustrated in the diagram by the 
line marked ‘‘curve raised.’’ 
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in marketing—that of making the demand curve less elastic.® 
Chamberlin discussed in detail how this could be done through 
“product differentiation.’’ Such differentiation commonly involves 
distinctive packages and trademarks, together with effective ad- 
vertising, which induces consumers to buy the particular brand in 
question. By such means, the manufacturer and advertiser can 
commonly make the demand for his particular products less elas- 
tic than it was before his product was differentiated and adver- 
tised. Then and only then is it feasible for him to raise his 
prices, getting the premium above the general market level. 
Brand names are, of course, uncommon in the case of raw farm 
products. However, they are increasingly prevalent in highly- 
priced packaged foods, as well as tobacco products and clothing. 

So far as is known, economists have given very little attention 
to advertising and promotion intended to make the demand curve 
more elastic. Schultz discussed this matter briefly and pointed 
out the benefits farmers would derive from any particular pro- 
gram that succeeded in increasing the elasticity of the demand 
for food. One of the problems confronting agriculture is that the 
demand for food is probably becoming less and less elastic as in- 
comes rise. This accentuates the inherent instability in agricul- 
ture, and makes the farmer more and more dependent upon Gov- 
ernment supports of various kinds. However, some attempts are 
being made to make the demand for food more elastic. One exam- 
ple is the Plentiful Foods Program of the Department of Agricul- 
ture. This program brings the consumer up-to-date information 
about those foods for which the supply is plentiful and prices low. 
The effect of it is to encourage greater consumption of any food as 
soon as its price drops. Much of the advertising by chain stores 
and supermarkets probably has the same effect. The emphasis of 
this advertising is not upon brand names and fancy packages. 
Rather, it is upon price. Price advertising doubtless tends to 
make demand more elastic. 

The problem confronting the economist and statistician is how 
to measure the effectiveness of advertising and promotion asa 
means of changing the demand curve, whether raising it, making it 
less elastic, or making it more elastic. This is no easy task, 
partly for the reasons pointed out in connection with decay curves. 


8. Edward Chamberlin, The Theory of Monopolistic Competition, (Cambridge, 
Mass.; Harvard University Press, 1936). 


9. Theodore W. Schultz, The Economic Organization of Agriculture (New York: 
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But there are at least two possible ways of measuring this phe- 
nomenon, 

First, the demand curve can well be built into a model that in- 
cludes the decay curve. Thus, instead of measuring the effect of 
current advertising expenditures upon the level and slope of the 
demand curve, the statistician would do better, in most cases, to 
study the effects of the accumulated advertising charge. Probably 
current advertising expenditures are not good ‘‘demand shifters’’; 
that is, they are not highly correlated with current changes in the 
level and slope of the demand curve. One would expect some 
weighted total of past and present advertising expenditures to be 
much more successful in most cases. 

Second, in cases where the advertising budget is held almost 
constant over long periods of time, or in cases where it remains 
for several months or years at a constant percentage of gross in- 
come, the economist might do well to try a method proposed many 
years ago by Roy.” M. Roy is a Frenchman who studied mathe- 
matics and economics after he was totally blinded by gas in World 
War I. He made some very interesting statistical studies of the 
demand for such things as postage stamps and trolley fares. 
These were selected because the prices were held constant over 
long periods of time, perhaps changing only once in several years. 
Roy measured demand by studying trends in consumption both be- 
fore and after each major price change. He found, for example, 
that when the price of postage stamps was lowered, the former 
trend was changed. However, the new trend was not definitely 
established for several years. In other words, the effect of a 
price change was spread over several years, just as the effect of 
advertising is probably spread over several periods of time. 

This suggests the possibility of measuring shifts in demand 
resulting from changes in expenditures for advertising and promo- 
tion, even though such changes may be very infrequent. But, as 
indicated above, no method of analysis can ever give useful meas- 
urements of the effectiveness of advertising and promotion unless 
there are significant changes in those expenditures, however in- 
frequent they may be. 

An entirely different aspect of demand is of great concern to 
farmers and urgently needs study by economists and statisticians. 
The researchers who study demand curves often speak of ‘‘cross 
elasticities,’’ meaning the elasticity of consumption of some com- 
modity with respect to the price of some other commodity. We 


10. Rene Roy, Etudes Econometriques (Paris: Sirey, 1935). 
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need to know much more about how the advertising of one food af- 
fects the demand for a competing food. 

Farmers as a group gain little or nothing from competitive 
advertising of food brands unless such advertising raises the total 
demand for food as a whole. Ina similar way, neither the Maine 
farmer nor the Idaho farmer is likely to gain very much if each 
State advertises its own potatoes at the expense of the other State. 

Such cross effects are much more difficult to measure than are 
the direct effects, simply because they are ordinarily smaller. 
Still, this is a very important aspect of promotion. It is an aspect 
that greatly concerns farmers. Aside from competition between 
brands, and between producing areas, there is naturally much 
competition between different foods. Successful promotion of tur- 
keys may reduce the market for broilers. Before the farmer 
goes overboard for compulsory support of advertising, he wants 
some facts on these matters. So far, there are very few facts to 
give him. 


The Returns Curve 


Twenty years ago, Wellman explained the principle that deter- 
mines the most profitable allocation of selling efforts among 
geographical areas. In Wellman’s words, ‘‘The essential question 
may be stated in either of two ways: (1) How should a fixed total 
expenditure for selling effort be alloted among geographical areas 
in order to maximize total sales? Or (2) what allocation of selling 
effort among geographical areas would minimize total expenditures 
for a given volume of sales?’’ - 

To answer those questions, Wellman showed that one must first 
estimate what he called the ‘‘sales curve’’ in each area; then he 
must so distribute the available promotional funds as to equalize 
marginal sales from promotion. 

Wellman’s sales curve shows the expected volume of sales in 
each area as a function of varying promotional expenditures in that 
area. I prefer to use here the concept of a ‘returns curve,’’ 
showing the expected net value of increased sales due to promo- 
tion. It is assumed that the businessman wants to maximize the 
expected net value of increased sales obtained from the expendi- 
ture of a given sum of money. But the principle is exactly the 


11. H. R. Wellman, ‘‘The Distribution of Selling Effort Among - Geographic 
Areas,’’ The Journal of Marketing, Jan. 1939, Vol. Ill, No. 3. 
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same as that explained by Wellman 20 years ago. That is, the 
promotional funds must be so distributed as to equalize net mar- 
ginal returns. 

The principle is illustrated by Figure 3. The three heavy 
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Figure 3 


curves are intended to represent the expected increases in the net 
returns for some commodity in three areas. Each case assumes 
decreasing returns from promotion. This is shown by the fact that 
the curves rise at decreasing rates as expendituresincrease. Now 
suppose that the initial allocation of promotional funds is that 
shown by the circles. At these three points, the middle curve is 
flatter (less steep) than either of the others. The slopes of the 
curves measure marginal returns. In other words, the initial al- 
location of promotional funds, the marginal returns from market 
2, are less than those from either market 1 or market 3. Suppose 
that a dollar of promotional funds were transferred from market 
2 to market 1. The loss in net returns from market 2 would be 
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more than offset by the gain from market 1. The same is true of 
a transfer of a dollar of promotional funds from market 2 to mar- 
ket 3. Such transfers of funds would always be profitable so long 
as the marginal returns from any pair of markets were unequal. 
Thus, the equalization of marginal net returns is a necessary con- 
dition for maximum net income. 

One could shift funds and observe graphically the slopes of 
the several curves. In time, the slopes of all would be equal—that 
is, where tangents to the curves were parallel. In Figure 3, such 
a situation is shown by the squares, corresponding to expenditures 
ep e, ey in markets 1, 2, and 3. Assuming that the three curves 
accurately measure the responses to advertising in three markets, 
and assuming a protional budget of (e,,+ e,> +s, ) dollars, the 
most profitable allocation of that budget is €,: to market 1, e,, to 
market 2 and e, , to market 3. 

No one can successfully dispute this principle. It is a geomet- 
ric fact, like the Pythagorean theorem about right triangles. It is 
true—exactly, inescapably, eternally. The only question is how to 
estimate the returns curves. This must be done, in one way or 
another, if the problem of optimum allocation is to be solved. 

As Wellman put it, ‘‘Unless the functional relations are deter- 
mined, it does not appear that the problem of distributing selling 
effort among geographical areas in such a way as either to maxi- 
mize total sales or to minimize total expenditures is capable of 
being solved.’’ 

This is probably true. I do not think that Mr. Cowan’s ‘An- 
swer,’’ in the source issue of the Journal, 20 years ago, threw 
any doubt upon the validity of the principle of equalizing marginal 
returns, ” Rather, it questioned the reliability of returns curves 
derived from market data by the use of correlation and regression 
techniques—preferring the less formal analysis, in which ‘‘man- 
agement, in each area, weighs the effect of a little more or less of 
different kinds of effort. . .’’ As I see it, the main point is that 
we must have reliable estimates of the returns curve. Then we 
must use the principle outlined by Wellman. 

It is further suggested that the techniques outlined in discuss- 
ing the decay curve will prove useful as a part of regression anal- 
ysis. What we should really want here is not the immediate re- 
turns curve for each market but a curve showing the eventual 
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net returns as a function of promotional expenditures. This means 
setting up an equation that allows for the effects of past advertis- 
ing. It means a more refined model than some that have been 
used. But it is still regression analysis. And the researcher 
would still do well to check his results with practical, experienced 
market analysts. 

Finally, the principle of equalizing marginal returns is not lim- 
ited by any means to the allocation of promotional funds among 
geographical markets. The same identical principle applies to any 
kind of allocation of funds. 

One important case is the allocation of advertising to news- 
papers, to magazines, to radio, to television, to billboards. Here 
there is need to estimate net returns curves from each kind of 
advertising. Then, expenditures should be adjusted until marginal 
returns are the same from each advertising medium. 

Different sales appeals, slogans, and pictures could be studied 
in the same way. Here the seller would have to try one appeal 
after another to give the statistician the necessary data. The sea- 
sonal distribution of promotional efforts is another problem that 
could well be studied by analyzing marginal returns. 

Chain stores and supermarkets must decide which commodities 
to advertise to maximize total returns from their whole business. 
Here they need curves showing how their net returns are affected 
by advertising expenditures on each of several commodities. 

These examples do not exhaust the possibilities of the general 
method Wellman presented 20 years ago. That method is the key 
to solving all problems of finding the most profitable allocation 
of funds for advertising and promotion. 

The main problems of research in this field are, then: first, 
to get accurate data on past expenditures for promotion; second, to 
analyze these data in such a way as to give reliable estimates of 
the net returns curves in different segments of the whole market; 
and, third, to adjust the allocation so that net returns are the same 
in all segments. 

In principle, this method is similar to the iterative process be- 
ing used in linear programming. In fact, the problem being dealt 
with here is one of non-linear programming. We start with a given 
“feasible’’ allocation, test to discover profitable changes, and 
make any changes that will raise net returns. When there are no 
further profitable changes, we have the ‘‘optimum’’ allocation of 
funds. 


Looking Ahead 


Some of you may think I am too optimistic about measuring the 
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economic effects of advertising. But I am not the only optimist in 
this field. Well-known business journals have been recently re- 
porting that large industrial corporations are setting up economic 
research units for this particular purpose.!3 They apparently 
think such economic research will pay off—that it will help the 
corporation to get the greatest possible net returns from its ad- 
vertising and promotion. 

So far, agricultural economics has not concerned itself much 
with promotion and advertising. In my opinion, this is most un- 
fortunate. Large sums are being spent to advertise food, clothing, 
and tobacco products. Even though the farmer does not pay di- 
rectly for much of this, he certainly has an interest in it. He has 
a more direct interest when money from his wool payments is 
withheld to promote wool and lamb. And if and when the Congress 
should authorize ‘‘self-help’’ programs, the farmer will be de- 
manding concrete, dollars-and-cents estimates of economic re- 
sults. He will expect economists to come through with measure- 
ments that are reliable engough to be a useful guide. The 
psychologists have demonstrated their usefulness in this area. I 
have no doubt that economists will do so, too, based upon the con- 
cepts of decay curves, demand curves, and returns curves. 


13. ‘‘Measuring Ad Effectiveness—What Research Can—Can't Do.’’ Printer’s 
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Retailing 


A. The Cost Squeeze in Retailing 


25. “BROAD SOCIAL FORCES AND THE 
‘COST SQUEEZE’ IN RETAILING” 


Reavis Cox* 


NYONE who agrees to say something about the ‘‘cost squeeze’’ 
from which retailers are said to be suffering will not find it 
easy to decide what he is supposed to discuss. If we are to deal 
effectively with the problem we shall do well to rename it so as to 
emphasize its true nature. It is a problem of the squeezing of 
margin between expenditures and income. This margin can be 
““squeezed’’ in a good many different ways. One variable may 
rise or fall, while the other stands still, or the two variables may 
move in opposite directions, or both variables may move in the 
same direction but at different rates. The substance of the retail- 
er’s difficulty will vary according to what particular combination 
of these movements he faces. 

Since he has some difficulty in defining his problem, the re- 
tailer need hardly be surprised if he gets many different sugges- 
tions as to how he can solve it. Some advisers will tell him to 
shift part of his cost to someone else. For example, perhaps he 
can transfer part of the burden to consumers by introducing self- 
service or to manufacturers by distributing only presold goods. 
His objective here is to reduce his expenditures for wages or for 
advertising without making comparable price reductions. 

Alternatively or simultaneously other advisers may tell him 
that his problem is not so much to reduce his costs as to redis- 
tribute them among his customers by classifying the services he 
sells and charging individuals only for what they buy. It needs to 
be remembered that in a very real sense the retailer does not sell 
goods. The commodities he handles are sold by the manufacturer. 
What he adds is a set of services—purchasing, sorting, displaying, 
financing, and so on, Those who recommend that he redistribute 
his costs, in effect tell him to separate out such services as 
delivery, credit, alterations and wrapping, so that he can make 
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specific charges for them. Presumably he can persuade custom- 
ers to pay him prices more closely related to what the specific 
services cost him than any average prices will be which cover 
“‘free’’ services for some. 

Still further advisers may tell him he would do well to increase 
some costs and so increase his margin without raising his prices. 
Thus, he may be told to liberalize his adjustment policies because 
this will help him to introduce routine or standardized operating 
methods. These will satisfy the bulk of his consumers and reduce 
costs by enough to leave him ahead of the game, even after making 
adjustments for customers who are dissatisfied. Correspondingly, 
he may be advised to extend the hours during which his stores are 
open, thus increasing some of his costs but achieving a fuller 
utilization of his facilities and a lower overhead. 

Finally, he may be advised to take a horse-trading attitude on 
every item he sells. One way of putting this is to say that he 
should price his goods ‘‘according to what they seem to be worth’’ 
without regard to what they cost him. His objective here is to in- 
crease the aggregate margin by finding items on which prices can 
be increased because competition on them is fairly soft, while 
maintaining competitive margins on goods where the consumer is 
acutely conscious of the prices charged. 

Opinions among retailers concerning the ‘‘squeeze’’ tend to be 
distorted by limitations upon the discussants’ field of vision. The 
worm’s-eye view of anything is not the same as a bird’s-eye view. 

Much of the discussion of the ‘‘margin squeeze’’ seems to me 
to have the limitation of generalization from the worm’s-eye view. 
It sees the problems as they look to individual retailers and as- 
sumes that they will look the same for the market, or even for the 
economy as a whole. Obviously any retailer can personally ex- 
perience only a part of the environment in which he operates. By 
generalizing from his own experience he can achieve only a limited 
understanding of what his problems are as they derive from what 
is going on in the world about him. In particular, he may find 
himself dealing with symptoms, rather than with the ills that real- 
ly afflict him. 

What looks to the individual retailer like a problem peculiar to 
him is in large part merely a reflection in his particular opera- 
tions of broad forces sweeping through the economy. Any correc- 
tive measures he undertakes, if they are to be truly successful, 
must take into account the effects of these forces upon him and his 
environment. I shall tie my discussion of these matters to four 
words: (1) Inflation. (2) Population. (3) Production. (4) Mer- 
chandising. 
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Most interesting is the fact that over the last two years, for 
perhaps the first time in history, we have managed to have a busi- 
ness recession and some price inflation at the same time. We 
have little reason to doubt that the price level is going to continue 
to rise over the near future. The only important questions seem 
to be how fast and how far? 

For at least some of us (including perhaps most retailers) 
such a prediction gives no reason to cheer. Retailers in particu- 
lar may expect difficulties because inflation is one of the root 
causes of the ‘‘squeeze’’ with which we are concerned here. The 
retailer is particularly vulnerable on the one hand to pressures 
from rising prices for the goods and services he buys and, on the 
other, to resistance against price increases for what he sells. As 
a buyer he must compete with a multitude of other retailers in 
getting what he needs from a much smaller number of relatively 
large suppliers. As a seller, he must compete in a market where 
he cannot assume lightheartedly that he will be able to raise his 
prices promptly whenever his costs go up. On the contrary, it is 
almost certain that some of his competitors will not respond 
promptly to what is happening but lag behind and so force him to 
do likewise. 

The danger that he will be squeezed because his selling prices 
rise more slowly than his buying prices is intensified by another 
characteristic of inflation—its failure to spread uniformly and 
throughout the economy. If everybody’s prices for goods and 
services were to rise simultaneously and in exactly the same 
proportions, a general price inflation could be ignored. But in- 
flation is not like this. It is more like a flood. It spreads rapidly 
in some areas and slowly in others as it flows around and over 
the barriers in its path. It will always be deeper in some places 
than in others, and it may never reach some nooks and crannies 
of the valley. 

A retailer buys many different kinds of things from many dif- 
ferent sources, each of which responds at a different rate to what 
is going on. So in a general inflation he finds himself forced to 
cope with an assortment of price movements. The sum of his 
buying prices adds to an aggregate that may either move closer 
to the sum of his selling prices or diverge from it. 

Another factor handicaps many retailers in their efforts to 
preserve a satisfactory ratio between buying prices and selling 
prices during a period of inflation. The ordinary retailer who 
handles a wide range of products must set up patterns of pricing. 
He often cannot consider each individual item as a separate case, 
without incurring intolerable expenses. So again, during general 
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price movements he becomes vulnerable to competitive attacks 
made possible by his need to average. Specifically he leaves him- 
self open to competition from other retailers who pick particular 
items in his line on which to cut prices. He may find himself de- 
prived of certain kinds of business or pinched on margins for par- 
ticular parts of business that he had counted upon to help him come 
out with a satisfactory over-all average. 

If in the face of all these difficulties he succeeds in passing 
along price increases as they come to him, he may find himself 
still plagued by a feeling of frustration. For all his struggle, the 
best he is likely to achieve is merely standing still—that is, main- 
taining an existent margin. 

In population, two major developments seem to have had a sig- 
nificant effect upon retail margins. One is the great growth our 
population has experienced in the last two decades; the other is its 
geographical redistribution, as people have moved from the north 
and east to the south and west, from the center of the country to its 
fringes, from the country to the city, and from center cities to the 
suburbs. With these movements we are all familiar. There is no 
evidence that they have changed or even slowed up significantly in 
the last year or two. 

Many retailers find themselves squeezed because of growth’s 
important effects upon their costs. When an enormous number of 
people try to do the same thing in the same place at the same 
time, some costs inevitably rise. Many merchants facing this 
problem find themselves unable to make corresponding increases 
in the prices they charge without losing trade to more fortunately 
located stores. So they are caught in an almost inescapable mar- 
gin squeeze. 

Geographical redistribution of the population correspondingly 
increases retailers’ costs in many ways, often without offsetting 
compensations. Those who move with the population must finance 
the move, and this may entail serious difficulties in getting and 
paying for the capital required. A good many examples can be 
found of stores that stay where they are because they cannot raise 
capital on acceptable terms to move or to open branches in outly- 
ing areas. Even if they stay put, their margins may narrow as 
they find themselves attracting less trade. Even ifthey can reduce 
some variable costs, they may be forced to distribute fixed cost 
over a smaller volume. If, as will often be true, they cannot get 
compensating price increases, the squeeze may become very ser- 
ious indeed. The danger of the situation is only increased when 
what is happening to the ‘‘tonnage’’ or physical volume handled by 
the retailers is concealed in part by inflation and movements in 
prices that make the dollar volume look deceptively good. 
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The term production is likely to make us become almost wor- 
shipful toward the American economy. We take great and vocifer- 
ous pride in at least three much publicized things Americans have 
done to production. The first of these is that they have increased 
production faster than the population, thus providing their vaunted 
rise in the level of living. The second is that they have increas- 
ingly diversified their huge product, so that the people not only 
have more things but more kinds of things from which to choose. 
The third is that instead of concentrating their huge output in the 
hands of a few privileged consumers, they have distributed it 
throughout the mass of the population. 

What is the significance of these developments inproduction for 
the retailer? From the point of view of the individual merchant, at 
least two of them carry very important consequences for store 
margins, 

Diversification of products has the immediate effect of compli- 
cating almost all of the retailer’s work. Thenumber of items from 
which he must choose his inventory grows enough to increase the 
cost of selecting those he wants to offer his customers. Further- 
more, he must enlarge his inventory, his display space, his ac- 
cumulation of records, and so on. He may experience very serious 
effects upon his costs of buying, display and inventory. Not always 
can he easily recoup these extra costs in his prices. Thus, a de- 
velopment in our economy we ordinarily praise enthusiastically— 
giving every consumer an even wider range of choices as to how 
he shall spend his money~sometimes turns into a “‘margin 
squeeze’’ for the retailer. 

Correspondingly, the redistribution of the economy’s income, 
which most of us praise in the abstract, may take the form of a 
squeeze of his margins as it comes to the retailer. Such a redis- 
tribution is not automatic. It must be hammered out in the give 
and take of bargaining between sellers and buyers, suppliers and 
distributors, distributors and users, workers and employees, 
lenders and borrowers. 

To the retailer this process shows up most painfully in the con- 
flict between workers on one side of the bargaining table, and 
owners and managers on the other. What weused to think of as the 
less privileged elements in our economy have increased their 
shares of the economy’s output by driving what may look to em- 
ployers like very hard bargains for increases in wages and other 
benefits paid them for their work. To the retailer caught in the 
squeeze between unions and management, the process does not look 
like a social device by which the proceeds of the economy are re- 
distributed. To him it is simply a severe upward pressure upon 
his costs of operation. 
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Less obvious, but also very important, is the conflict between 
workers in retailing as a whole and workers in other branches of 
the economy for shares in the increased output of the economy. 
Although economic activities have averaged out as an increase in 
labor productivity over the economy year after year for many de- 
cades, this increase has not been uniformly distributed throughout 
the economy. It is neither possible nor desirable to have all the 
benefits of increased productivity go to the workers and owners of 
the particular segments of the economy in which they occur. An 
industry may be necessary even if its productivity is actually fall- 
ing, or if its productivity is increasing more slowly than that of 
other industries. If productivity in retailing happens to lag behind 
that in the automobile industry, then the automobile industry will 
have to share the benefit with retailing. Otherwise strong pres- 
sures will be set up to drive everybody out of retailing and into 
automobile production. 

The retailer is, in effect, forced to grant wage increases that 
are not compensated for by increases in worker productivity. The 
situation in which he finds himself is one of rising costs that he 
can pass along to his customers only unevenly and with great dif- 
ficulty. 

Another important factor in the ‘‘margin squeeze’’ that may not 
be obvious at first glance is the conflict between landlords and op- 
erators over claims to the income that retailing itself produces. 
New forms of retailing have often achieved some of their early 
success because a shrewd or fortunate operator has hit upon ways 
to use a piece of real estate in ways that no one has thought of be- 
fore. Shopping centers in previously outlying, undeveloped areas 
of cities are a good current case in point. 

Once some retailer has seen such an opportunity and seized it, 
the idea becomes evident to all, including alert owners of similar 
property. From then on it is much more difficult, perhaps impos- 
sible, for retailers to take advantage of such situations; but the 
situation does not show up in precisely this form on his books of 
account. There it is most likely to appear as a higher investment 
in properties per dollar of sales or as a higher percentage of net 
sales taken by occupancy costs. Thus it takes the form of a ‘‘mar- 
gin squeeze.’’ 

In taking merchandising as my fourth term, I would suggest that 
the retailer’s margin has also been affected by developments with- 
in retailing itself. Consider, for example, the redistribution of the 
tasks of promoting sales, providing inventories, and financing. 
Similarly we know that retailers are passing forwardto consumers 
much of the job of selecting from the retailer’s stock the 
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particular assortment of items they want, taking the goods home, 
maintaining in their refrigerators and pantries and closets the 
stocks out of which to make selections for immediate consumption, 
and financing the acquisition of durables. Every development of 
this sort has a significant effect upon the retailer’s costs of doing 
business, the prices he can expect to be quoted by suppliers, and 
the prices he can expect to quote in his turn to consumers. Out of 
the often unrelated movements of these variables inevitably emerge 
many situations that look to him like a ‘‘margin squeeze.’’ 

Scrambled merchandising, about which a great deal has been 
written, has also had its effect upon the retailer’s margin. Many 
of the pricing procedures used by the retailer depend upon averag- 
ing out profits for groups of products. He classifies goods along 
traditional or conventional lines for which he sets more or less 
uniform mark-ups. When merchants invade each other’s trades 
they bring with them differences in the conventions by which they 
classify goods for purposes of averaging out and so complicate the 
problem of achieving competitive effectiveness item by item. The 
significance for present purposes of Merchandise Management Ac- 
counting seems to me to emerge here. It is recognition that many 
stores need to reconsider the appropriateness of the patterns they 
have been using when they set their margins. The need is forced 
by the failure of established procedures to produce an average 
margin adequately profitable. 

Let me bring what I have to say toa close by offering three 
morals: 

(1) The so-called ‘‘cost squeeze’’ in retailing is a much more 
comprehensive problem than it may seem to be at first glance. 
Retailers need to look at it much more imaginatively than they 
have if they are to get its true dimensions. 

(2) The full cure for the ‘‘cost squeeze’’ lies far beyond the 
power of any single retailer. Many aspects of the problem can be 
solved only through the joint efforts of many retailers, or perhaps 
only by governmental intervention. For some of them perhaps the 
only possibility lies in adjustment to the inevitable. 

(3) It would be a serious mistake to think of the ‘‘cost squeeze’ 
as offering the retailer nothing but threats and problems. The 
changes in the social environment largely responsible for the 
squeeze represent opportunity as well as threat. By concentrating 
on the opportunities the retailer may find that what he thinks of as 
a ‘‘squeeze’’ is really a nudge in the direction of new and more 
profitable methods of serving his community. 


26. “WHAT’S BEHIND CHANGING 
RETAIL MARGINS?” 


Hans E. Krusa* 


TATED simply, the gross margin or gross profit for retail 
stores, which is basically the difference between the selling 
price of goods and the cost of these goods, has not kept pace with 
the rising expenses involved in the sale of these goods. Relating 
all these figures to sales as the 100% base, our gross margin per 
cent has shown varying degrees of increase, but in no instance an 
increase equal to the expense of sales increase. Thus, we have 
decrease in the net profit expressed as a per cent to sales. It 
should be noted that we are now talking about percentage increases 
and decreases with no particular reference to the dollars involved. 
A bit later we will be concerned with the dollar approach. 

How has this gross margin per cent changed for various types 
of retail institutions? In the variety chains, according to Harvard 
Business School figures on 13 such organizations, gross margin 
in 1929 was 33.3%. By 1957, this figure has increased to 39.4%, a 
higher per cent than that found in department stores today. In the 
period from 1950 to 1957 gross margin figures actually show a 
small decline for department and specialty stores, with a figure of 
36.3% for 1957. For men’s wear stores we find a relatively slight 
variation around a 35% figure. On the other hand, Harvard figures 
for a group of food chains show an increase from 18.05% in 1949 to 
19.38% in 1957, with about 1% of this increase since 1955. An in- 
crease is not universal; certainly the rate of increase is not the 
same for all types of retail institutions. What lies behind these 
changing retail margins? Is the change due toa change in the lines 
of merchandise sold and/or a change in the character of the insti- 
tution? Food chains, for example, have added some non-food lines. 

Let us now turn to the expense part of the operating results. 
For each of the different types of retail stores previously men- 
tioned we find an increase in the total expense to sales percentage. 
We also find a lower percent of operating profit. Here is the cost 
squeeze, but let us see what accounts for this increasing expense 
ratio. Again we find a consistency. In each case, payroll, which 
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in itself is the largest single expense item, accounting for at least 
one-half of the total expense, provides us with the bulk of the ex- 
pense increase. The variety chains whose total expenses increased 
by 7.3% show payroll accounting for 6.6% of that increase. About 
one-half of the department and specialty store expense increase 
lies with payroll. The men’s wear stores showan increase in pay- 
roll greater than their increase in total expenses, a situation made 
possible by a decrease in some of the other expenses such as rent 
or occupancy and advertising and publicity. The food chains pay- 
roll was the major item in pushing store expense to a new high 
while decreases were found in warehousing, transportation and 
general overhead expense. Thus the major reason for the cost 
squeeze in retailing lies with the payroll expense. 

If payroll is the major expense item contributing to the cost 
squeeze, what lies behind the increasing payroll expense ratio? 
Certainly the impact of rising wage rates has been felt in retailing 
as in other businesses. A relatively tight labor market has forced 
retailers to compete for available manpower. Rising wage rates 
are an economic fact that must be faced by all employers. Ina 
sense, however, these rising wage rates are external to the retail 
operation; they represent an economic fact over which the retailer 
can exercise little control. Have internal factors contributed to 
the rising payroll expense over which the retailer may have some 
control? Asa store adds additional lines of merchandise, may not 
the additional costs of handling these new lines create a dispro- 
portionate increase in payroll costs? Better merchandise usually 
requires a higher caliber of employee to complete the sale. Fash- 
ion merchandise brings with it increased problems in maintaining 
sizes and colors. This merchandise requires more care; the con- 
trols necessary to maintain adequate inventories require more 
time to process. 

The larger variety and selection of merchandise within lines 
must certainly increase handling costs. We are told that in 1950 
the average supermarket carried 2,200 items in the grocery de- 
partment, with each brand, size, flavor, etc. counted as a separate 
item. In 1955 this figure rose to 3,500 items and in 1958 super- 
markets are averaging nearly 5,000 items in the grocery depart- 
ment alone. True, those are examples of amore abundant economy 
offering greater choices to the consumer, but in turn they must af- 
fect the payroll costs of the retailer who makes the merchandise 
available. 

Some increases in payroll expense are no doubt brought about 
by the competitive aspects of the retail business. As one retailer 
offers a new product or service, his competitors must offer equal 
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or better products or services to stay in the race. The expansion 
of credit facilities and credit granting may be a case in point, 
Certainly the retailer expects to increase his sales volume suffi- 
ciently to offset the increased cost of credit extension. But as all 
retailers extend credit, may not the eventual result be similar to 
some of the experiences with trading stamps? 

And what has been the effect of increased store open hours on 
rising payroll expense? In any store employing sales people a 
certain amount of time is clearly unproductive, namely, the time 
spent while the sales person is waiting for a customer. AS we 
increase the hours that the store is open, don’t we also increase 
the possibility of a greater amount of unproductive time on the 
part of the sales person? 

While the granting of increased employee benefits in the form 
of hospitalization plans, insurance plans and retirement plans may 
be considered part of a general economic condition over which the 
retailer has no real control, the operation of these plans by the re- 
tailer brings about increased payroll costs. Increased clerical 
costs incurred in bookkeeping and the handling of claims certainly 
are a visible aspect of increasing payroll costs. 

The reasons for increasing payroll expense fall into three cate- 
gories, with the two latter ones being somewhat overlapping. First 
are those economic factors largely external to the retailer, over 
which he has little control. Second are those factors, brought about 
by merchandising decisions, to add lines or services. And third, 
are those factors brought about by the competitive aspects of the 
retail business itself. 

Leaving the expense side of the picture for the moment, let us 
now turn our attention to the possibility of increasing the gross 
margin to provide for the increasing expense. Those retail insti- 
tutions that have increased their gross margins have typically done 
so by adding additional lines of merchandise that traditionally car- 
ry higher margins. In so doing, incidentally, they have usually de- 
creased their turnover rate because higher margins usually mean 
slower turnover just as lower margins usually mean faster turn- 
over. 

Two other factors, however, mitigate against a higher gross 
margin. In many lines of merchandise today there is a tendency 
for the retailer to perform a decreasing share of the total distri- 
bution task. Manufacturer advertising leading to the ‘‘pre-selling’’ 
of merchandise reduces the retailer’s selling job. Heavy adver- 
tising allowances to the retailer also reduce some of the retailer’s 
advertising costs. Packaging and labelling add to the producer’s 
distributive costs and reduce the retailer’s share of the cost of 
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distribution. Inventory control systems operated by the vendor 
relieve the retailer of some merchandise control expense. As the 
vendor or manufacturer takes over more and more of the total 
distribution task, is it logical to expect the retailer to increase 
his gross margin? 

Finally, the possibility of a rising gross margin overlooks the 
strong competitive force of a free economy. When the gross mar- 
gin in any specific line of merchandise is increased to the point 
where the retailer is getting more than he is really earning for the 
services he performs as a retailer, the door is open for a new 
type of retail institution to step in and take over the distribution of 
that merchandise. Witness the discount house! The history of re- 
tailing carries ample evidence to prove that new forms of retailing 
start by picking off those items of merchandise where the gross 
margin is more than adequate to provide a reasonable profit 
through a lower cost operation. The full scale retailer who oper- 
ates at an average gross margin high enough to accomodate all the 
lines of merchandise he handles is ready prey for the one line or 
specialty retailer who can retail this line carrying the highest 
margin at a lower expense. 

The cost squeeze is now brought into closer focus. If we see 
little possibility of increasing gross margin and we recognize the 
factors that are increasing expense, especially the payroll, what 
chance do we have of increasing or even maintaining net profit? 
Can productivity be improved? If we base our answer on historical 
fact, there seems reason to doubt the possibility. Harold Barger 
in his study entitled ‘‘Distribution’s Place in the American Econo- 
my since 1869’’ showed that output per man-hour in distribution, 
including both wholesaling and retailing, rose 1% yearly over the 
period 1869 to 1949. This rise, he indicated showed no evidence 
of retardation, neither did he indicate that the rate of rise would be 
increased. The 1% rise in output per man-hour in distribution, 
however, was compared with average annual increases in man-hour 
output of 1.9% for agriculture, 2.6% for mining and 2.3% for man- 
ufacturing over the same 80 year period. Certainly there is room 
for increasing productivity in retailing, and much has happened in 
the last ten years to indicate that faster increases in productivity 
are a real possibility. 

Are all retailers faced with the same cost squeeze? The ans- 
wer would appear to be yes, with differences only relative. How 
is it then, that some forms of retailing appear to be more success- 
ful in their operations than other forms? What can we learn from 
the supermarket and the discount house? One thing might be a 
different point of view. While some retailers have in the past 
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concerned themselves largely with gross margin percentages and 
net profit percentages, supermarkets and discount houses seem to 
have been more concerned with gross margin dollars and net pro- 
fit dollars. They subscribe to the principle that a firm working on 
a low profit - high turnover basis may earn higher profits on its 
investment than a firm working on a high profit - low turnover 
operation. An interesting article in the Fall 1958 issue of the 
JOURNAL OF RETAILING includes a listing of 125 retail firms 
giving dollar sales, dollar profits, and dollars of net worth for 
each firm. In addition, profits as a per cent of net worth are 
shown for each firm. As the article points out, profits as a per 
cent to net worth, and net sales to net worth ratios might properly 
be termed an ‘“‘investor’s yardstick’’ since they reveal essential 
information about a firm’s ability to use invested funds efficiently. 
On the other hand, profits as a per cent of sales might be classi- 
fied as a ‘‘consumer’s yardstick’’ since it measures the share of 
the consumer dollar that the retailer retained as a profit. Of the 
various types of stores covered in the article, food chains show 
the lowest profit as a per cent to sales and the highest profits as a 
per cent to net worth, while variety stores show the next to the 
highest profit as a per cent to sales but the lowest profit as a per 
cent to net worth. Are the retailer’s profits on his investment 
sufficient to warrant that investment, and to provide additional 
capital for growth? If not, does he tend to emphasize high profit 
margins in terms of sales at the expense of high earnings on in- 
vested capital? In this light, some of the food chains show an abil- 
ity to produce profits of approximately 50 cents on each net worth 
dollar, an amount roughly three times that produced by some of 
the so-called traditional retailers. Does this sizable gap between 
the respective earnings on invested capital of food retailers and 
non-food retailers indicate a need for some traditional retailers 
to change their perspective? 

Other lessons can be learned from the supermarket type of 
operation. Evidence of some of these lessons can be found ina 
detailed and comprehensive study of six supermarkets that was 
published recently by the Progressive Grocer. Entitled the ‘‘Super 
Value Study,’’ this report provides a close look at some very per- 
tinent supermarket operating data. It shows, for example, per- 
centage margins on major product groups ranging from a low of 
6% on cigarettes to a high of 30.8% on fresh fruits and vegetables. 
This variable margin policy holds true not only among broad pro- 
duct groups but also within each of these groups. 

As the study indicates, supermarkets have recognized the equal 
importance of dollar profits when evaluating per cent margins. For 
example, in the six supermarkets whose sales were analyzed over 
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a three month period, 150 items carry a margin of 10% or less on 
sales. If judged solely on per cent profit these items would be 
quickly classified as unprofitable. But these items earn on the 
average more than twice as many dollars per item as the average 
of all items with higher margins. The 150 items which carry a 
10% gross profit or less earn an average gross profit of $1.14 per 
week, while the 4,325 remaining items which carry over 10% gross 
profit average only 48¢ gross profit per week. These 150 low per 
cent items are almost all found in the categories of coffee, shor- 
tening, soups, detergents, sugar, frozen foods and cigarettes. Ob- 
viously, the low per cent of gross margin on these items is related 
to their relatively high turnover. In the stores studied, the aver- 
age turnover in the grocery department is 14 times. The rate of 
turnover for sugar, however, which carries a margin of 8% is 31 
times. For beverages the turnover is 28 times and for shortening 
23 times per year. 

According to figures of the Controllers’ Congress of the Na- 
tional Retail Merchants Association, stores in the association re- 
porting sales of less than $250,000 show an 8.3% drop in sales in 
the period from 1947 to 1957. 

Stores in the quarter to half million dollar category show a 
4.4% drop in sales for the same period, while stores in the half to 
one million dollar grouping show a drop of 1.6% in sales volume. 
As stores increase in size they show a consistently higher percen- 
tage change, up in sales volume to a high of a 36.4% increase in 
the ten year period for stores in the over $50,000,000 category. 
However, this 36% gain in sales volume must be compared with a 
gain in total retail sales for the period of 1947 to 1957 of 67.2%. 
Significantly, profits before taxes for department stores in the up 
to 5 to 10 million group are less than 1/2 of the percentage profits 
for the larger stores over 50 million. 

The significance of this factor of per store volume is not limit- 
ed to department stores. Food- stores are aiming for greater per 
store volume in the battle to reduce operating costs and maintain 
satisfactory profits. The share of U.S. grocery sales going to 
small stores - those stores doing less than $75,000 per year - has 
dropped from 22% in 1952 to only 8% in 1957. On the other hand, 
supermarkets, both chain and independents, defined as stores doing 
over $375,000 a year took in more than two-thirds of food store 
sales in 1957 as compared with 43% in 1952. Obviously, one of the 
factors of size is the broader base it provides for spreading some 
of the more fixed costs of operation. 

Certainly another area demanding attention by retailers today 
has to do with increased efficiency of totaloperation. The Harvard 
figures on Food Chains Operation in 1957 indicate a decrease in 
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warehousing costs from 1949 to 1957 from 1.2% of sales to 1.1% of 
sales, In the same manner transportation costs were reduced from 
1.1% of sales to .9% of sales. No doubt new and improved ware- 
houses and better merchandise handling equipment lead to greater 
efficiency and a reduction in expense per cent. Also fewer and 
larger stores and better location of warehouses no doubt led to a 
reduction in the transportation expense percentage. 

Increasing the size of the unit store and increased mechaniza- 
tion to raise productivity create a final problem to be solved by 
retailers today~namely a greater investment in plant and equip- 
ment. Obsolescence is a factor in today’s retail operation ina 
degree never before experienced. The Super Market Institute re- 
ports that among the supermarkets operated by its membership, 
one-half of the markets are less than five years old. In addition to 
the building of new plants, modernization goes on at a rapid pace. 
Supermarkets built within the past three years have already been 
substantially remodeled, and modernization activity has been par- 
ticularly pronounced among smaller companies. 

In summary, then, of what can be done and what is being done 
to combat the cost squeeze in retailing, these procedures stood 
out: 

1. Realistic pricing techniques with greater attention to 
dollar margins. 
2. Increasing volume per unit store to provide economies 
of operation. 
3. Increased attention to cost control techniques. 
4. Increased mechanization to raise productivity. 
5. Increased investment in plant and equipment. 


27. “THE ROLE OF MERCHANDISE 
MANAGEMENT ACCOUNTING 
IN COST CONTROL” 


Robert I. Jones* 


Y particular assignment is to discuss the role which Merchan- 
dise Management Accounting might play in a program of cost 
control. We must place cost control in its proper perspective as 
only one of the important factors in the broad retailing problem of 
an improved profit performance. For some time there has been 
concern about the dwindling profit experience ofthe retail industry, 
particularly since, in recent years, many members of the industry 
are no longer earning a sufficient rate of return on their invest- 
ment to attract new capital without paying a premium in the mar- 
ket place for such capital. Tremendous strides have been made in 
recent years toward modifying traditional approaches to retailing. 
In the meantime, however, a painful period of transition will con- 
tinue for many retailers. 

Good financial data, including meaningful information about 
operating costs, has always been a prerequisite for a successful 
business in any industry. The degree of need for such information 
increases with the competitiveness and general business conditions 
confronting a particular industry. Certainly the retail industry 
qualifies as one of those in need of the best financial data available 
to conduct a profitable operation. It is somewhat paradoxical, 
therefore, to find that the retail industry has been one of the most 
backward among American Businesses in developing and utilizing 
the type of financial information which can be truly helpful in con- 
ducting current operations and in assisting the daily decision- 
making process. 

Merchandise Management Accounting (generally referred to 
now as MMA) was originally conceived under the practical busi- 
ness pressure of trying to assist a conventional department store 
to compete profitably with the discount house. The development of 
information which would satisfy the managerial need for correc- 
tive decision making revealed financial data to effectively meet 
this problem which had not been available previously. 


*Robert I. Jones, Partner, Arthur Andersen and Company. 
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Financial data usually generated in the retail industry has bas- 
ic weaknesses. MMA generates information which is helpful to 
overcome each of the weaknesses cited: 

1. The decision-making process in the retail industry neces- 
sarily centers around the individual item of merchandise. This 
includes decisions affecting pricing, display, depth and breadth of 
assortments, advertising, order quantities, and every other deci- 
sion a retailing organization must make. Accordingly, if financial 
data is to serve a managerial need and to make a contribution, it 
must be geared to the individual item. 

Financial data in retailing, however, is not now geared to the 
individual item. Instead, it is centered around the organizational 
level of responsibility, the Selling Department for many retailers. 
Thus, in effect, the financial and accounting practices of the in- 
dustry have emphasized the stewardship function as contrasted 
with the managerial function. 

2. Lacking adequate data at the decision-making item level, 
retailing managements have understandably attempted to use such 
information as was available under the stewardship concept. 
Since the departmental level was usually the most refined level of 
financial information available, retailers have associated such to- 
tal departmental experiences with individual items of merchandise 
carried in the department. Such departmental yardsticks vary 
considerably in scope and quality. Furthermore, total depart- 
mental experience can only be practicably expressed in terms of 
percentages; and such percentage relationships are, for the most 
part, expressed against sales. For example, virtually all retailers 
place a great deal of emphasis on the percentage of margin. Many 
retailers also emphasize certain percentage relationships of ex- 
penses to sales. This emphasis upon percentages in retail thinking 
has tended to de-emphasize the more important consideration of 
dollar experience. 

Many important costs are not influenced by the sales price of 
the item, but instead are influenced by the transaction unit. Ex- 
amples of such costs are warehousing and delivery where it is 
obvious that it costs about the same to warehouse and deliver a 
$500 sofa as it does a $200 one. 

Moreover, many costs are incurred to a different degree or in 
a different frequency for different items of merchandise within the 
same department. Thus, some items may incur a high breakage 
factor, require an assembly or a finishing operation, or be vulner- 
able to a particularly high markdown because of fashion qualities, 
etc. Some examples of the frequency factor are found in items 
having significantly different experience on delivery vs. take, 
time-payment credit terms, and returns. 
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Other examples of significant differences in cost experience 
within the same selling department may be found between items of 
similar merchandise produced by different manufacturers. Many 
areas of distribution costs are affected by the quality of the man- 
ufacturer’s product, such as the return factor, repairs and ad- 
justments, product service, markdowns, etc. 

3. In judging the profitability performance of any business, the 
only sound economic yardstick to apply is return on investment. 
Although top retailing management obviously must meet this test 
with stockholders, other levels of retailing management, where 
many vital decisions are constantly made, have placed primary 
profit emphasis upon performance in relation to sales. Inventory 
investment and turnover are, of course, one of the most important 
factors of leverage between profit in relationship to sales and pro- 
fit in relation to investment. Retailers have always stressed in- 
ventory investment and turnover in the physical sense, but un- 
fortunately financial data has not been generated on a basis which 
would integrate the inventory experience on a physical basis with 
the profitability result. 

4. An organizational factor which has tended to discourage 
better financial data within the industry has beenthe sharp division 
of responsibility between the merchandising and operating func- 
tions. Many retailers, for example, limit the buyer’s responsibil- 
ity through the level of gross margin and hold operating people 
primarily responsible for operating costs. Actually, the profit- 
ability of a merchandising decision is influenced to a great extent 
by the expense experience which will ultimately be generated by 
the merchandising decision. We believe, therefore, that it is most 
important for the retail industry to bring about a closer integra- 
tion of the merchandising and operating functions. As a natural 
consequence of this integration, the merchandising decisions 
should be made in the light of prospective operating experience and 
the buyer must feel a strong responsibility for the type and amount 
of expense which the store ultimately incurs in handling the mer- 
chandise which he has decided to buy. We would, accordingly, re- 
commend that the buyer be held accountable for the profit results 
down through the level of expenses which are variable or controll- 
able in the store’s operation. We have termed this level of profit 
“Controllable Profit.’’ 

To provide the desirable incentive at this level of operation as 
contrasted with the traditional gross margin approach, any mer- 
chandising incentive programs must be geared to this new level of 
profitability. In general, Controllable Profit represents the level 
of profit remaining after the absorption of allthose expenses which 
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are incurred by a particular merchandising decision. In bringing 
about a change in responsibilities of the type described, one must 
recognize that the operating divisions still retain the primary 
responsibility for the quality with which the operating function is 
performed. For example, the garage superintendent would con- 
tinue to be primarily responsible for operating a good, efficient, 
delivery fleet and thereby for providing delivery service at a rea- 
sonable cost per delivery unit. It would, however, also be the 
buyer’s responsibility to influence favorably the quantity of de- 
livery expense which the store might incur. 

Under MMA, the primary objective is to provide financial data 
which will indicate the prospective Controllable Profit experience 
for any item of merchandise and to provide sufficient information 
about what contributes to such prospective experience. The mer- 
chant can then exercise control which will modify that experience 
under any conditions which he might want to inject, such as special 
promotions, mail order or telephone business. 

To begin with, for cost information operating expenses must 
first be grouped by meaningful functions such as selling, stock 
keeping, credit, and delivery. Such functional costs must be re- 
duced to the cost per unit of processing different types or classes 
of merchandise through the particular function. In addition, such 
costs must be modified by the frequency with which such costs are 
incurred in relationship to the total number of units sold; in this 
way functional costs can ultimately be expressed for the purpose 
of decision making in terms of the effective amount of each func- 
tional cost which each sales unit must absorb. Thus, cost control 
is influenced by the frequency with which the function is performed 
as well as by the cost of performing the function. The refinement 
of these functional costs under MMA is a most important step in 
the over-all total program. A few illustrations might serve to 
emphasize its importance and usefulness in cost control. 

In analyzing markdowns historically incurred, we have found 
certain patterns which are definitely indicative of future experience 
and surprisingly predictable on a relative basis when analyzed 
currently. This is a tremendously important area for improved 
cost control, to reduce the amount of markdowns required in a line 
and to better balance stocks and thereby reduce inventory invest- 
ment throughout the year. 

Workroom costs, as they are generally referred to in the in- 
dustry, represent a significant amount of costs incurred bya 
store in merchandising certain lines. Here again, a refined an- 
alysis points to relating such cost to the particular items of mer- 
chandise and has been quite revealing in indicating where such 
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cost can be reduced, eliminated completely, or performed in some 
other less costly way. For example, a contracted installation cost 
on certain appliances of more than $5 per unit has been eliminated 
completely by having the function performed by the delivery driv- 
er. 

One of the heaviest nonproductive cost burdens for a retailer 
today is in the area of customer returns. It is not uncommon to 
find the return rate running well in excess of 10 per cent of sales 
for certain merchandise lines. From a cost control standpoint 
the real impact of returns has not been adequately identified under 
conventional approaches because the nonproductive cost involved 
is spread piecemeal through many different operations. Even re- 
tailers who define certain functional costs in terms of their pro- 
duction units do not usually set out the effect of the return factor. 
Under MMA, the cost of returned merchandise may be treated as a 
completely separate function so that the retailer is informed of 
what his aggregate cost is to handle a particular unit of returned 
merchandise. By knowing the frequency rate of such returns he 
also knows how much lost or nonproductive cost each unit of sale 
must absorb. 

Freight is certainly an important element of cost to every re- 
tailer. MMA has developed some important new perspectives in 
freight cost which stem again from fixing a broader responsibility 
upon the Merchandising Division. Retailers today devote a great 
deal of effort toward minimizing freight cost. Most stores, for 
example, have traffic people who are expert in the technical as- 
pects of freight—routings, product classification, etc.—and a sub- 
stantial amount of planning usually goes into utilizing consolidated 
shipments, etc. Another important influence on freight costs which 
usually now gets inadequate attention because it is beyond the 
responsibility of the traffic person lies in the quantity shipped. It 
is important, however, to recognize that the cost per unit may vary 
between five and ten per cent depending upon the quantity shipped. 
Freight tariffs usually include several minimum weight breaks and 
as a consequence of this grading process there exists what in ef- 
fect is a ‘‘free zone’’ for certain additional units within the over- 
all weight limitations. For example, in a recent major appliance 
study the freight cost per unit for an order of 45 refrigerators 
would amount to $7.88; however, if five more were ordered the 
unit cost drops to $6.91 each—a savings of nearly $1.00 for each 
item ordered. 

Advertising certainly constitutes an important element of cost 
to most retailers. Because of its intangible nature, itis alsoa 
relatively difficult type of cost to control. Too often, cost control 
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is believed to be accomplished by mere cost reduction. In other 
words, it is the productivity of the cost which is important and not 
the dollars spent. It is a common practice to slash the ad budget 
proportionately to a sales decline because it is a discretionary 
cost which lends itself to this type of treatment, This very prac- 
tice, however, presents an opportunity to the retailer who will take 
a more sophisticated approach toward an advertising budget and 
recognize that his own advertising dollar becomes, in effect, rela- 
tively more productive as the expenditures of his competitors are 
arbitrarily reduced. It obviously takes courage and conviction on 
the productivity of advertising to do this. 

Advertising, like every other merchandising decision, must be 
made in terms of the individual item with particular regard to the 
manufacturer of the item. Co-operative advertising undoubtedly 
accomplishes some sound and worth-while business objectives for 
both the retailer and the manufacturer. The justification for the 
gross dollars spent would appear to be questionable, however, in 
many cases, if measured against the productivity which either the 
retailer or the manufacturer would expect if sponsoring the pro- 
gram individually. From the discussions I have had with many 
retailers and manufacturers on this subject, this point seems to 
be recognized but is rationalized on the grounds that they are only 
bearing a portion of the total cost and that they hope the net cost 
is justified. 

Directly related to this question is another practice which I 
would like to challenge from the standpoint of its basic fairness as 
well as economic justification. This issue is the practice by news- 
papers of charging different advertising rates for lineage placed 
by ‘“‘retailers’’ and ‘‘manufacturers’’; or the ‘‘local’’ versus 
“national’’ rate as it is frequently identified. It is generally con- 
ceded that the rate differences are not justified by differences in 
the newspaper’s cost of processing and publishing the advertise- 
ment of a retailer versus a manufacturer. Instead, the differences 
are largely justified by a presumed broader benefit accruing to 
the manufacturer than to the retailer from such newspaper ad- 
vertising. A more equitable rate structure with a narrower rate 
spread between these two broad classes of advertisers would im- 
prove the productivity of advertising in retailing. In the net, such 
an adjustment in rates should generate more productive advertis- 
ing with a resultant benefit to all. Much has been said about this 
subject but virtually nothing has been done. I would like to en- 
courage men in the field of marketing to reflect further on this 
particular point to see if it would not be possible to implement 
some constructive changes. 


B. Uses of Cost and Margin Data in 
Retailing and Retail Education 


28. “THE DRUG STORE OPERATING 
COST STUDY” 


Orin E. Burley* 


Specific Objectives of Study 


HIS study was born out of the basic need by all segments of the 

drug industry—manufacturer, wholesaler and retailer—for ac- 
curate operating data in the retail drug store in order that policies 
and practices might be established on a more realistic basis. In 
general, this study was made in order to obtain operating data 
among independent drug stores in the following areas: 

1. Sales, gross margins, operating expenses, and profitability 
on a storewide basis. 

2. Sales, gross margins, operating expenses, and profitability 
of the following drug store departments: Prescription, Proprie- 
taries, Sundries, Toiletries, Tobacco, Confections, Magazine, 
Fountain, and Other Income. 

3. Sales, gross margins, operating expenses, and profitability 
of the commodity groups in all departments. 

4. Additional information of a by-product nature, such as buy- 
ing practices, turnover rates, transaction size, store traffic, etc., 
that would aid the independent drug store to meet the forces of so- 
cial and economic change which impinge upon it as a distribution 
center.’ 


Resumé of Study Methods? 


A knowledge of methods and procedures used in a research 
study is essential to the understanding of the results of a study. 


*Orin E. Burley, University of Pennsylvania. 

1. Much of the content of this paper is based directly on the research study 
published under the title of Drug Store Operating Costs and Profits, by Orin E. 
Burley, Albert B. Fisher, Jr. and Robert G. Cox. (New York: McGraw-Hill 
Book Co., 1956). 

2. For those who may be interested in a complete resumé of study methods, 
as well as the operating expense classification and assignment, a full discussion 
can be found in Chapters 2 and 3, respectively. 
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Altogether more than 100 pages of detailed methods and proce- 
dures to be followed in one or another project phase were devel- 
oped. These related to store selection procedure, commodity 
classification bases, data collection and operating expense de- 
termination and allocation. 

The decision to study 12 stores was based, on the one hand, on 
the desire to include at least one store representing each of the 
typical types of independent drug stores in the United States and, 
on the other hand, the necessity of remaining within a budget of 
approximately $170,000. For that matter, had the project provided 
for the analysis of 100 stores, or even 100 times that many, it 
would be highly doubtful that a representative sample of all retail 
drug stores could have been selected. Therefore, although every 
effort was made to select typical stores, the decision to use a 
case-study method of presentation was made at an early stage in 
the planning of the project. 

After consideration of numerous plans for data collection, a 
method was adopted which combined the use of special cash reg- 
isters with a statistical calculation of sales and merchandise costs 
which involved the use of IBM equipment—the use of the latter 
leading to what is called the ‘‘retail disappearance method.’’ It 
also was possible to isolate ‘‘shrinkage’’ by using this plan. 

Very briefly explained, this method determines the number of 
units sold by adding purchases to the opening inventory and sub- 
tracting the closing inventory. Inventories as well as purchases 
were carried on a cost and retail basis which yielded the sales 
value and cost of goods sold and resulting gross margin. Costs, 
sales, and margins of all products within a commodity group were 
combined in order to determine the profitability of the group. 
Variations of this method were necessary in the Prescription and 
Fountain Departments because of the manufacturing character of 
their operation. 

Relative to cost determination and allocation, a natural expense 
classification was utilized. The natural expenses were then re- 
classified into functional expense areas. 

The more important bases of allocation used for the distribu- 
tion of functional expenses to departments were as follows: 


Administrative costs—total of all other expenses 

Buying and Stock Handling costs—number of purchase in- 
voice lines (Actually more complex—involving both 
line extension size and number of units purchased per 
line.) 
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Occupancy and Maintenance 
Rent—floor space weighted by traffic 
Utilities—unweighted floor space 
Fixture usage—counter space occupied 
Selling, Promotion, and Delivery 
Direct-selling wages—time studies 
Sales promotion—sales 
Delivery expenses—proprietor estimates in terms 
of items delivered 
Unoccupied Time—total other wages 


Assignment of departmental expenses to commodity groups was 
made by using bases similar to those employed in assigning func- 
tional expenses to departments. As was true in the case of the 
latter, the bases of distribution employed were selected as meas- 
ures most closely associated with the manner in which the expense 
items were utilized and consumed. While the detailed methods are 
too complex and lengthy to describe in this paper, it is sufficient 
to say that in no case did arbitrary assignment of costs occur. 


Highlights of Study® 


The real contributions of this study can only be discerned by a 
careful examination of the operations of each of the 12 stores and 
of each of the departments and commodity groups within the 
stores. Only through such analysis can the many factors influenc- 
ing profitability be properly weighed. Many of the causes of high 
sales volume, margins, and profits are associated with the types 
of products sold; others with the types of customers served; others 
with the location of the store, its appearance, and management. 
These factors can be correctly evaluated only in their proper set- 
tings. However, certain highlights of the study, which place em- 
phasis upon key findings, are of interest. 

The Prescription Department is the heart of the neighborhood 
independent drug store. The Prescription Department is the big- 
gest sales and profit department in the store. It ranked first in 
sales in 10 of the 12 stores studied, accounting for approximately 
30 per cent of all store business. It produced the highest rate and 
largest amount of net profit in 9 of the 12 stores and was second 


3. Much of this section is quoted directly from Drug Store Operating Costs 
and Profits, by Orin E. Burley, Albert B. Fisher, Jr., and Robert G. Cox. 
(New York: McGraw-Hill Book Co., 1956). 
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in two others. Its operations reflect the virtual revolution that has 
taken place during the past twenty years inside the drug store, 
which has caused a drastic change in the departmental contribution 
of sales, gross margins, and profitability. 

The Sundries Department was the second most profitable de- 
partment, followed by the Proprietaries Department. The Sundries 
Department ranked second as a profit producer in seven stores (it 
was first in one store) and third in four others. The Proprietaries 
Department was the second-leading profit department in five 
stores and third in five others. 

The Fountain was profitable in only two stores. In only two 
stores—the two largest in the study—was the Fountain operated 
profitably. Losses sustained in the other stores ranged from a 
negligible amount to several thousand dollars. The Fountain pro- 
duced more than 20 per cent of store sales volume in only one 
store. In eight of the twelve stores it accounted for less than 15 
per cent of store business. Realized gross margins in the Foun- 
tain varied widely with a relatively low median rate of 31.9 per 
cent. On the other hand, due mainly to high personnel costs and 
large space requirements, operating expenses of the Fountain were 
high, with a median of 49.3 per cent of sales. 

Location of Fountain is important. Properly operated and lo- 
cated, the Fountain can serve two valuable functions—as a profit 
producer and a traffic builder for other departments, A Fountain 
located in the most valuable space in the store and occupying an 
area out of balance with its volume potential may act as a drain 
upon store profits because it is unable to serve either of these ob- 
jectives well. 

Store-wide realized gross margin was more than 30 per cent in 
all 12 stores. Realized gross margins, i.e., gross margins after 
shrinkage, ranged from 30.9 to 40.1 per cent, with a median rate of 
34.8 per cent. These rates were, of course, influenced by several 
factors: buying practices, composition of store and departmental 
sales, variety of products handled, and extent of shrinkage. 

High gross margins do not necessarily produce profits. Oper- 
ating expenses vary widely from department to department and 
among commodity groups within a department. It is essential that 
all costs of handling and selling a particular commodity group be 
related to the gross margin produced by that group to determine 
its profit and loss. For example, the median gross margin for 
headache remedies was 32.4 per cent of sales, compared with 
handling and selling expenses of 19.1 per cent. On the other hand, 
household proprietaries carried a higher margin of 37.3 per cent 
of sales which, however, was more than offset by an expense rate 
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of 45 per cent. Numerous examples in other departments show 
similar relationships. 

Operating expenses consumed approximately 28 cents of each 
sales dollar. From 22 to 36 cents (median of 28.5 cents) of each 
sales dollar was needed to cover operating expenses. 

Personnel costs accounted for 70 per cent of all operating ex- 
penses. Salaries and wages expense is the most significant single 
expense item in the retail drug store. This expense ranged from 
65 to 80 per cent of all expenses, Approximately 21 cents of each 
sales dollar was needed for the payment of employees’ wages and 
an allowance for the proprietor’s compensation. 

Only a fraction of personnel time is devoted to selling products. 
Only 35 per cent of all personnel time was actually spent in direct 
selling. Direct-selling wages amounted to seven cents of each 
sales dollar. 

Unoccupied time is a significant cost in the retail drug store. 
Wages for idle time represented from 8.5 to 39.1 per cent of total 
operating expenses, an average of 21 per cent of sales. While 
much of the unoccupied time in the retail drug store is in the na- 
ture of ‘‘stand-by capacity,’’ the cost of this time is often the dif- 
ference between profit and loss. 

Rent expense plays little part in the profit-or-loss outcome of 
departments. Rent expense ranged from one to four per cent of 
sales with a median of 2.4 per cent. This represented approxi- 
mately 8.4 per cent of total operating expenses. Storewide rent 
represented less than 40 per cent of occupancy costs. Other items 
making up the cost of occupying and using space were fixture- 
usage costs, electricity, cleaning and maintenance supplies, and 
maintenance wages. Therefore, almost irrespective of how rent 
was assigned to the various departments, its effect upon depart- 
mental profits or losses would be negligible. 

All of the stores studied showed some profit. Each of the 
stores obtained a net profit, although the rate of profit ranged 
considerably, from 0.02 to 13.7 per cent of sales. The median 
profit was 4.6 per cent of sales. In the determination of net profit, 
the proprietors’ drawings were excluded. Instead, an allowance 
was substituted for appropriate managerial and professional ef- 
fort. 

Each store had al least one unprofitable department. In two of 
the stores seven of the eight departments were profitable. In five 
other stores all except two were profitable. In the smallest store 
included in the study, only the Prescription, Sundries, and Maga- 
zine Departments showed a profit. 

The Prescription Department was the largest producer of 
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profit, both in amount and rate. The Prescription Department re- 
turned a net profit ranging from 8.1 to 23.1 per cent of sales, with 
a median of 15.7 per cent. This department was profitable in 
every store. It accounted for more than 50 per cent of the store 
profit in 10 of the 12 stores. In several cases, because of sizable 
losses in other departments, the Prescription Department earned 
a net return greater than the total store profit. 

The amount of net profit obtained from each dollar of inventory 
investment varied greatly between stores. Although a median 
profit of 21 cents per dollar of inventory investment was obtained, 
the range within the 12 stores was considerable. Only 7/10 of one 
cent profit was obtained in one store, while a high of 76 cents was 
obtained in another. 

The median rate of store-wide turnover was approximately 2.8 
times a year. Inventory turnover ranged from a store-wide low of 
slightly less than two to a high of seven times a year, with a me- 
dian of 2.8 times. Because of the influence of high turnover rates 
in the Magazine, Founvain, and Tobacco Departments, the over-all 
turnover rate was considerably higher than that in the four health- 
and-beauty departments. For example, the median turnover rate 
was 1.85 in the Sundries Department, 1.75 in Toiletries, 2.07 in 
the Prescription Department, and 2.2 in the Proprietaries Depart- 
ment. 

High turnover is not the cause of high profit. Turnover is nota 
cause of high profits but merely a reflection of correct buying pol- 
icies, adequate sales-promotion efforts, and managerial attention 
to employee efficiency, utilization of space, etc. 

However, for a department operating at a profit, turnover is 
important in measuring the rate of return on the dollars invested 
in inventory. 

Over 85 per cent of all purchase lines in the four health-and- 
beauty departments were made from wholesalers. Of the drug- 
gists’ purchase lines, 85.6 per cent were made from wholesale 
sources in the Prescription, Proprietaries, Toiletries, and Sun- 
dries Departments. On the other hand, only 75.7 per cent of the 
dollar volume of purchases in these departments came from whole- 
salers. 

In products handled by wholesale drug organizations, the value 
of the purchase line from direct sources was approximately double 
that from wholesalers. In prescription, proprietary, toiletry, and 
sundry products, the median value per purchase line from direct 
sources was approximately $6.23, compared to $3.33 per purchase 
line from wholesalers. 

An average store visitor spends approximately 57 cents. The 
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average person entering an independent drug store spent approx- 
imately 57 cents on each visit, ranging from a low of 36 cents in 
one store to a high of 85 cents in another. Because the average 
customer frequently accounted for more than one transaction, the 
average transaction value was somewhat lower—51 cents—ranging 
from 36 to 69 cents. 

Each prescription filled had an average value of $1.78. Be- 
cause of multiple-unit purchases, the average transaction value of 
filled prescriptions was $2.08. Eighty per cent of all Prescription 
Department business was obtained from written prescriptions. 

Only 60 per cent of potential customers go beyond the front 
area of the store. Only three of every five who visit the store are 
potential customers in departments located outside the front sec- 
tion. In fact, departments located in the rear of the store attract 
only two out of every five potential customers who enter the store, 


Uses of Such a Distribution Cost Study* 


Comparative data reported in this study for the 12 stores 
should provide the druggist with a fuller understanding of his own 
business. As a minimum, he should have a better idea of: 

1. Sales. On a store-wide, departmental, and commodity-group 
basis. Sales information, also, by transaction size, average sales 
per customer, sales by days of the week and hours of the day, and 
sales by sex of customer. 

2. Gross Margins. On a store-wide, departmental, and com- 
modity-group basis. 

3. Operating Expenses. On a store-wide, departmental, and 
commodity-group basis. 

4. Profitability. On a store-wide, departmental, and commod- 
ity-group basis. He should learn, moreover, that large margins 
may not always result in profit, and that margins should be meas- 
ured against the cost of obtaining sales. 

5. Turnover. While turnover is important, the druggist should 
recognize that he must also consider investment in inventory, 
proper balance of inventories, transaction size, gross margin, and 
necessary expense in obtaining sales. 

6. Commodity Classification. Although no single commodity 
classification is satisfactory for all purposes, the druggist should 


4. Much of this section is quoted directly from Drug Store Operating Costs 
and Profits, by Orin E. Burley, Albert B. Fisher, Jr., and Robert G. Cox 
(New York: McGraw-Hill Book Co., 1956). 
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have a clearer understanding of the role of proper inventory lo- 
cation. 

7. Prescription Business. The study provides information on 
the profit contribution (gross margin less cost of handling) of his 
written and refilled prescription business. 

Certain by-product information also is available to the drug- 
gist, including: 

1. Better knowledge of employee practices (useful time and un- 
occupied time). 

2. Better understanding of customer habits (shopping-day char- 
acteristics, whether he buys one product or related products, the 
size of his purchases, etc.). 

3. A better understanding of physical arrangement of stock in 
order to achieve more profitable and efficient utilization of space. 

4. A knowledge of traffic characteristics in the store, which 
will permit arrangement of stock in line with customer traffic. 

Although this summation of study uses has been concerned with 
the druggist, it appears abvious that what benefits the drug retailer 
also benefits wholesalers and manufacturers of drug store com- 
modites. Actually, at least 90 per cent of the commodities on 
punched cards have the manufacturer’s number, item number, de- 
partment: number, and the commodity-group number. This infor- 
mation was included in order to attain the primary objectives of 
the study and not to serve any special industry group and was not, 
therefore, tabulated. However, manufacturers and wholesalers 
know how many times the retailer purchases a product, the order 
size, etc. They can also be aided because the study results permit 
general conclusions, or concepts, of margin requirements (con- 
tributing profit needs) by departments and commodity groups as 
well as by characteristics of goods; i.e., whether (a) fast or slow 
moving, (b) concentrated or bulky, (c) high or low priced, or (d) high 
or low in transaction size. Needless to say, in a field which ex- 
tensively uses vertical price maintenance, such data should be 
helpful in making intelligent pricing decisions. 

Although the fundamental objective of this study was cost de- 
termination, the primary usefulness of the study to the drug in- 
dustry, however, is not an examination of the profitability, or lack 
of profitability, of certain departments or commodity groups in 
any of the 12 stores. Its principle use is, rather, to study and un- 
derstand the relationships and causations which resulted in the 
operations as found. It is clear that there are no ‘‘bad’’ depart- 
ments, as such, but environmental conditions and management in- 
terests can result in unequal contributions in terms of the poten- 
tial that is present or the effort that is expended. Therefore, a 
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wise operator should examine his resources with care in order to 
direct his effort according to the promise of reward. 

It should surprise none of you for me to say that all study find- 
ings have not been taken to the bosom of all segments of the drug 
industry. Matching the concern that all have not taken advantage 
of ‘‘truths’’ unveiled, however, is the trepidation, even humility, 
that the researcher experiences when so much of the study has 
been put to practice. This involves not only such obvious things as 
the removal, or change, of several thousand fountain departments, 
improved store layouts, and more intelligent vertical pricing prac- 
tices, but also improved internal management planning resulting in 
better utilization of space and personnel time. 


29. THE SUPER VALU STUDY” 


Robert F. Burback* 


(Editor’s note: A booklet entitled Highlights of the Super Valu 
Study is available from Progressive Grocer, 161 Sixth Avenue, 
New York, 18, N. Y. The complete study is also available from 
the same source for $1.50. Because of this, no manuscript for 
publication in these proceedings was submitted by the speaker.) 


*Robert F. Burback, member of the Chicago advertising sales staff of Pro- 


gressive Grocer. 


244 


30. “THE SURVEY OF FAMILY SHOE 
STORE OPERATIONS” 


William Emory* 


HE Annual Survey of Family Store Operations was started at 

Washington University in 1952. Our school had long been in- 
terested in the footwear industry because of St. Louis’ importance 
as a Shoe manufacturing center. Many on our faculty have done 
work at one time or another with companies in the shoe business. 

It was also at about that time that the family shoe store started 
a comeback in and around larger cities. For years it has been 
losing out to the specialty shoe shops in the central city, but with 
the advent of shopping centers there was again a growing interest 
in the problems of family shoe store operations. 

These factors encouraged Dr. Ross Trump, now Dean of the 
Graduate School of Business Administration, Washington Univer- 
sity, to agree to conduct this survey under a research grant from 
Footwear News. At the time there were grave doubts by some in 
the industry as to whether anyone could get sufficient operating 
information from independent shoe store operators to complete 
such a study. The worst fears were unfounded, and today the sev- 
enth consecutive survey is being prepared. 


CONDUCT OF THE SURVEY 


The survey and its objectives are rather simple as befits the 
market to which it is directed. It has been a modestly budgeted 
project, carried out by part-time staff, and all work computed with 
a desk calculator. 

he mailing itself includes a short letter which attempts to sell 
the respondent on participation, a single page questionnaire, and 
several other items such as a postage reply envelope, etc. The 
questionnaire is a simplified operating statement form, calling for 
the entry of minimum figures necessary to indicate or compute 
such items as: 


*William Emory, Professor of Marketing, Washington University, St. Louis 
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Change in annual sales 
Change in inventories during the year 
Stock Turn 
Cost of Goods Sold 
Gross Profit 
Expenses, classified into 
Rent 
Owner’s payroll or withdrawals 
Manager’s payroll 
Other employee payroll 
Advertising 
Transportation in 
All other expenses 
Net profits (before taxes) 
Miscellaneous classification information 


While this form may appear unnecessarily brief, our experience 
has been that there is a wide range of either ability or willingness 
on the part of respondents to furnish more detailed operating in- 
formation, and that the reporting form must be kept simple. 

The survey starts with the first mailing in late January. We 
have tried delaying this by several weeks inorder to give respond- 
ents more time to have completed their last year’s analysis of 
operations, but the delay had no noticeable effect on either the 
number or quality of returns. A second mailing to the same list is 
sent out in roughly two to four weeks depending on the date of the 
initial mailing and the rate of response. At times we have tried a 
third mailing in certain areas of the country but have abandoned 
this. 

The mailing list was originally secured from industry sources 
and has been supplemented each year by additional names. Even 
so, about three or four per cent of the initial mailing is returned 
each year as being undeliverable. Usable returns from these 
mailings typically run from 275 to 350, with total returns running 
somewhat higher. 

Replies are analyzed each year by size of city, size of store, 
and geographic region. While no claim is made that the sample 
meets a sStatistician’s requirements, there is an attempt to geta 
representative group by oversampling in certain areas where re- 
sponse rates are low. For example, returns from the Northeast 
have always run behind that of other areas. Large city returns 
run lower than small town replies. While there was an attempt to 
counter this by increasing the mailings, the responses are subject 
to all of the sampling limitations found with most mail surveys. 
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Since no identification is requested on the questionnaire, it is 
not possible to analyze completely the nature of the respondents. 
Data on ‘‘previous year’s sales’’ are given, however, so it is pos- 
sible to estimate the proportion of stores who have answered in 
two consecutive years. Indications are that about two-thirds of the 
stores who answer in a given year will again reply in the following 
year’s survey. 

A search of current literature on mail survey techniques has 
prompted experimentation with different letters, different colored 
paper for questionnaires, stamped vs. metered mail, and the use 
of air mail vs. regular mail. Conclusions to date are: no one 
sales letter has a noticeably greater selling power than other let- 
ters; canary colored paper does seem to pull a few more respons- 
es than white paper questionnaires; there appears to be little or no 
difference between metered and stamped envelopes; air mail does 
appear to be a good bet for future mailings. 

We have hypothesized that the overwhelming majority of store 
Owners on our mailing list have never answered, and that many 
have not bothered to read what we say to them. To test this thesis 
last year letters were sent to 300 stores which it was believed had 
never replied to our survey. In this letter they were invited to 
check appropriate boxes at the bottom of the letter, sign, and re- 
turn. By this method they could indicate whether they wished to be 
retained on the mailing list or dropped. A response of eleven let- 
ters—one indicating that he had sent a questionnaire, three stating 
they were out of business, and seven asking to be dropped, sug- 
gested that an education institution has the same problem as the 
direct mail seller in getting the addressee to open the envelope 
and read the contents. 


FINDINGS OF THE SURVEY 


As might be expected, there is a substantial variation in oper- 
ating results among independent family shoe stores. While the 
report does break the results down by area, city size, and store 
size, the variation in operating results within these classifica- 
tions is almost equally as large as in the group as a whole. 

One conclusion which often surprises shoe retailers is that 
there is not, on the average, any important difference in the stock 
turnover rate between stores of high profitability and those of low 
profitability. High profit and low profit stores also report the 
same average advertising expense ratio to sales. 

Recently a special comparison was made of two matched sub- 
groups of stores from last year’s survey. Their major point of 
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difference was that one group was among those reporting the high- 
est net profits and the other among the groups with the lowest 
profits in different area, city, and volume classes. The following 
results were indicated by these two groups. 


High profit stores Low profit stores 


(Per cent of sales) 
Estimated Net profits (after 
imputing a salary for 
owner-managers) 10.8 0.8 


Estimated Net profit as a 
per cent of Tangible net 


worth 32.0 2.9 
Gross profits 38.7 34.1 
Total expenses 33.3 


About one-half of the profits advantage indicated by the high 
profit stores came from a better gross profit percentage and the 
other half from a lower expense ratio. Among the individual ex- 
penses the points of major difference were employee payroll and 
miscellaneous expenses, 

In the 1957 results it was determined that the average return 
to the owner (including any compensation or withdrawals as well 
as profits) ranged from about $5,000 for stores with volumes of 
less than $40,000 a year to about $12,000 for stores with sales of 
from $100,000 to $140,000 a year. 

Over the six years of the survey the results from year to year 
have indicated that stores have been able to hold the gross profit 
margin to about 36 to 37 per cent on the average. However, total 
expenses have not been held, and this uptrend has reduced average 
net profits. For example, stores in the $80,000 to $100,000 volume 
class report the following average net profits for the last six 
years: 


Per cent of sales 


| 
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VALUES OF THE SURVEY TO THE 
INDUSTRY AND TO EDUCATION 


The study has been used in only a limited way in our educa- 
tional program. Of course there are the obvious advantages to 
those who participate in the work. It also has furnished a number 
of valuable illustrational examples for our marketing research 
classes and some retailing classes. 

The primary purpose of this research, however, has been one 
of service to the shoe retailing industry. Both Washington Univer- 
sity and Footwear News are vitally concerned with the welfare of 
the shoe industry and are anxious to participate in it in any proper 
manner, 

The matter of measuring the usefulness of this study, however, 
is a difficult one. Most of our evidence is not quantitative, and its 
significance is not readily apparent. The sponsor of the project, 
Footwear News, is pleased enough with it to have continued it as a 
regular editorial feature. Shoe manufacturers have found it useful 
in their dealings with retail customers. We regularly receive a 
number of commendatory testimonials and a small but regular 
group of retailer correspondents asking our advice on many oper- 
ations only remotely connected with operating statistics. Finally, 
the National Shoe Retailers Association has decided that the proj- 
ect is one in which they would like to participate and so, beginning 
with the mailing in January, this organization will join the study as 
a full partner. 

All in all, it appears to have provided some bench-mark oper- 
ating statistics in an industry where they are needed badly. This 
study is being changed and refined continually to increase its use- 
fulness, for we believe that the relatively small, independent shoe 
merchant can compete efficiently with all comers, but that he must 
upgrade his own level of managerial competence. This study is 
only a part of what is needed, and is somewhat an opening wedge 
into the field of research among shoe retailers. 


IV. Publie Utilities 


31. “INTRODUCING THE MARKETING 
CONCEPT THROUGH MANAGEMENT 
DEVELOPMENT” 


Melvin Anshen* 


HE subject of discussion today contains a charge of intellectual 

dynamite. This charge is the explicit assumption that utility 
marketing techniques need to be improved and the important ques- 
tion is how to do it. Why should a monopoly be concerned with 
improving its marketing techniques? The significance of all that 
we have to say this morning depends on the validity of the answer 
and on its acceptance, 

In its simplest form, the answer is that public utilities do not 
market their products and services as monopolies or in a monop- 
olistic environment when they are serving any level of consumer 
demand above that of consumer demand above that of minimum es- 
sential needs. When consumers have satisfied their basic re- 
quirements, additional purchases are the result of their specific 
decisions in allocating a scarce resource, money, among a variety 
of available goods and services. They cannot afford all that is of- 
fered for sale. They must choose. And their choices are made in 
an environment of aggressive marketing programs conducted by 
all producers and suppliers who want a share of consumer spend- 
ing. While this situation is recognized most clearly in the buying 
performance of families and individuals, it is also present, in 
somewhat different form, in the performance of industrial pur- 
chasers, 

This means that the growth and the profits of public utilities 
are accomplished not in a monopolistic but in a competitive en- 
vironment. The competition is for a share of consumer spending. 
There is no law of business of personal spending, no fixed pattern 
of purchasing behavior, that defines a specific share for utilities. 
What utilities get out of the total available for spending is what 


*Melvin Anshen, Graduate School of Industrial Administration, Carnegie In- 
stitute of Technology. 
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they win in a competitive struggle. In part, this follows from the 
observed fact that buyers are forced to select among alternatives 
in order to satisfy their felt needs. In part, it also follows from 
the observed fact that consumers do not recognize all their needs. 
Some of their needs are latent and it is the objective of marketers 
competing for a share of spending to lift consumers’ recognition of 
needs from a latent to an active state. 

This view of the public utility world invites utilities to accept 
and implement a new management philosophy—one that makes the 
customer the focus of management attention. This is a revolu- 
tionary concept for an industry that traditionally has been con- 
cerned with engineering technology. Some utilities have already 
recognized the change and have been engaged in adapting to it as a 
new way of life. Others have seen the new challenge only recently 
and are trying to turn their thinking and their performance around 
right now. They are concerned with the problem of how to accom- 
plish this change in the thinking and the performance of their man- 
agement personnel, 

It is worth observing that the incentive to bring about this rev- 
olution in management thinking and performance springs not only 
from the bite of competition but from the prospects for continued 
inflation in our economy. In an inflationary environment, all in- 
dustry must cope with difficult cost-price squeezes. Regulated in- 
dustries are at a special disadvantage because upward adjustments 
in their prices usually lag advances in their costs and do not fully 
compensate for them. Supplemental relief must be found in more 
efficient operation and in expansion of revenues through more ef- 
fective marketing of profitable products and services directed at 
obtaining a larger share of total customer spending. In the long 
run, the greatest contribution must come from marketing programs 
that are conceived in a competitive environment, that are designed 
to take a creative approach to the panorama of customer wants— 
active and latent—and that are strongly profit oriented. 

Accomplishing a revolutionary turnaround in the thinking and 
related performance of large organizations has long been recog- 
nized by top managements as one of the most difficult assignments 
to carry through successfully. The force of organizational inertia 
acts powerfully to induce continuation of existing policies, pro- 
grams, attitudes, ways of analyzing and resolving problems. Un- 
less and until the status quo becomes or clearly threatens to be- 
come untenable, an organization is likely to continue to behave in 
familiar and established ways. 

The turnaround that is now required demands no abandonment 
of engineering concepts, but the addition of specific recognition 
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and acceptance of the prime role of the customer as a fundamental 
consideration in the formulation of policies and action programs 
for the business. As one manager has described it, this requires 
an acceptance of a marketing philosophy of management that rests 
on two fundamentals: 


The first is an understanding of what I call the dual core 
job of marketing. The initial part of this dual core job is 
that we in marketing must focus our businesses on the 
customer’s needs and desires, including those needs and 
desires that the customer is not aware of as well as those 
that he knows all too well. It will be only after identifica- 
tion of these needs that marketing people can take the lead 
for the business in determining what each function of the 
business should do by way of product and service to satis- 
fy them. The other half of the dual core job for market- 
ing is one that we are familiar with—namely, the need to 
persuade the prospective customer through all the arts of 
selling and advertising to purchase the products and 
services which have been developed. The second funda- 
mental on which the marketing philosophy rests is that it 
is rooted in the profit concept, not the volume concept. ? 


The most obvious way to tackle the problem of bringing about 
such a revolutionary change in the utility business is through a 
decision by top management supported by a staff group with re- 
sponsibility for putting continual pressure on the line organization 
to behave in ways that are consistent with the new marketing ori- 
entation. Though necessary, this is not likely in itself to be suf- 
ficient. There are several reasons: 

First, the engineering view has been dominant for many years 
in most utility organizations and has permeated the thinking and 
the deepest beliefs of management people. Their acceptance of a 
new way of life is likely to be impeded by lack of early belief in 
its essential rightness for the business. It is likely to be handi- 
capped, in addition, by their failure to understand the full nature 
of the marketing philosophy. Most of them will think of it as 
wrapped up in advertising and selling programs. They are not 
likely to grasp the fact that acceptance of the marketing philosophy 


1. F. J. Borch, Vice President - Marketing Services, General Electric Com- 
pany, in an address to the American Management Association, ‘‘The Marketing 
Philosophy as a Way of Business Life.’’ 
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requires new ideas and new behavior in practically every part of 
the organization. And they are likely to fail to see opportunities 
for a cooperative attack on marketing problems through new inter- 
departmental relationships. Full acceptance of the marketing phi- 
losophy will force organizational restructuring and changes in the 
content of many jobs. 

Second, the working levels of the line organization will prob- 
ably see the new concept as imposed on them rather than created 
and performed by them. In these circumstances, acceptance of a 
market-oriented management attitude may be resisted, or at best, 
may be complied with passively. All the irritations and frictions 
inherent in the line-staff relationship will be encouraged. The 
probability of this outcome is increased by the fact that the change 
does actually strike at fundamental attitudes that are the result of 
early engineering training reinforced by performance criteria to 
which managers have been loyal for many years. 

Finally, only by drawing on managerial resources at all levels 
in the organization can the full creative marketing potential be 
realized. Concentrating interest in the function in a part of the 
organization encourages narrow departmental rivalries and dis- 
courages imaginative contributions of ideas that may advance the 
sales and profit performance of the business as a whole. 

The marketing concept should be made an integral part of man- 
agement development programs. The objective should be to grow 
a generation of managers who are market-oriented in the way they 
look at all management jobs in every part of the business. 

This recommendation appearance is deceptively simple, and it 
should be considered with sophistication. The objective will not be 
attained if the marketing viewpoint is merely introduced in formal 
in-company management development programs. ‘This can be 
helpful, but it is not enough. Our expanding understanding of the 
growth process in managers makes explicit the complex interplay 
of several developmental influences, notably the impact of super- 
visors, job experiences, and formal training programs. The mar- 
keting viewpoint should be introduced and maintained through all 
channels of development influence. This is the only way to build 
an enduring attitude among all managers that is so deeply rooted 
that it becomes a natural part of the intellectual process through 
which they consistently and naturally attack administrative prob- 
lems. 


Case Study of Bell System 


How can this be done? Every organization can build its own 
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plan, consistent with its traditions, practices, attitudes, and the 
current state of the marketing concept in its operating perfor- 
formance. I don’t propose, therefore, to present a general recom- 
mendation for an action program that can be applied like a univer- 
sal mustard plaster, good for all ills of all patients. 

Rather, here is a description of how one utility, the Bell Sys- 
tem, has been tackling the job of introducing the marketing con- 
cept through management development. The Bell System has some 
unique operating problems, but most of the conditions under which 
it functions, most of the problems it faces, and most of the ac- 
tions it has taken in this area resemble what is found in other util- 
ities. The System’s experience should therefore be of interest to 
others. 

Only a few years ago—certainly up to 1950—the Bell System 
was largely ignorant of and insensitive to the marketing philosophy 
outlined in these remarks. In spite of its unparalleled construction 
program in the years following the end of the Second World War, 
the System was still unable to serve the natural demand for com- 
munication facilities. As far as most System managers were con- 
cerned, the prime problem was finding the money, products, and 
materials necessary to furnish telephone service to those whose 
desire for the service was realized without marketing stimulation. 
Only a few managers were seriously concerned about a future in 
which the supply of telephone service would have caught up with 
the demand. Beyond this, there was no broad recognition of the 
hard fact that expense control and authorized rate increases could 
not be relied on fully to meet the impact of rising material and 
labor costs, advancing marginal expenses of providing telephone 
service in fringe areas, and the growing threat of investor unwill- 
ingness to continue to supply equity capital in exchange for a 
stock that behaved like a bond. Underlying all was a deeply- 
rooted engineering orientation that appraised even the quality of 
customer service by engineer rather than user standards. Finally, 
most managers were strongly disposed, and had been encouraged 
in this disposition, to place the provision of service above the 
making of profits. 

In the aggregate, this was surely an unfriendly situation in 
which to introduce the marketing concept that top System manage- 
ment, looking forward a decade and more, saw as a vital necessity 
for the continued and healthy growth of the business. The initial 
steps were normal: appointment of a high-level responsible staff 
officer and, under him, the creation first of a nucleus central 
staff, and soon thereafter of staff individuals in the associated 
operating companies. The next step was also normal: conducting 
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staff conferences in which an effort was made to come to grips 
with the full scope of the marketing viewpoint. At this phase, use 
was made of marketing experts from outside the telephone busi- 
ness to talk about outside practices, and to lead discussions of 
telephone marketing problems that were just beginning to be de- 
fined. 

The next step was to organize experimental marketing pro- 
grams for selected products and services in selected communities. 
These guinea pig programs had the dual advantages of providing 
the first hard measurements of customer response to planned 
sales campaigns, together with revenue-cost comparisons, and the 
first field experience for specialized staff and assigned line per- 
sonnel, 

It was at this point that, in my judgment, a most valuable de- 
cision was made to build the marketing philosophy into the general 
management development program of the Bell System. Manage- 
ment attitude surveys in various System companies revealed that 
(1) thorough understanding of the full scope of the marketing con- 
cept was still limited to the assigned staff specialists. For most 
line personnel, marketing was no more than intensified advertis- 
ing and selling; (2) marketing was viewed as a fringe activity, to 
be carried on when normal demand was satisfied, and not until 
then; (3) the profit potential in carefully planned marketing pro- 
grams was largely unrealized; (4) the significance of a full com- 
mitment of the System’s resources to a customer-oriented way of 
doing business was not grasped even by mostof the marketing staff 
specialists, in terms of requirements for revising the organization 
structure and the content of individual jobs; and (5) the competitive 
character of the telephone business, with all that such a condition 
implies for the dominance of the customer in management think- 
ing, had not penetrated the engineer- and service-oriented view 
that had been traditionally encouraged in the business. 

It was a fortunate accident that concurrently with the accept- 
ance by top management of a commitment to the marketing philos- 
ophy the System had become deeply concerned with management 
development. A number of broad programs were started, and 
existing development activities were reinforced, with the objective 
of helping managers at all levels to become more effective in 
their existing jobs and to be better prepared for advancement to 
positions of greater responsibility. Marketing became one of the 
major work areas in most of these programs. 

The marketing concept was introduced in a variety of ways. 
Experts from other industries, most importantly those in which 
marketing has traditionally played a leading role, lectured and 


256 ADVANCING MARKETING EFFICIENCY 


and participated in discussions on marketing problems in non- 
telephone settings. Telephone managers studied cases located in 
other industries where marketing issues were the focus of analysis 
and those involving specific marketing problems within the tele- 
phone business. Finally, in several programs in which partici- 
pants were at the department head and vice-president level, a 
major share of the work time was assigned to a giant telephone 
case in which the assigned problem was toplan goals, policies, and 
action programs for ten to fifteen years ahead. Here the earnings 
problem was deployed in relation to revenue and expense trends, 
and management planning was demanded in all relevant areas of 
action: cost control, increases in rates, and more effective and 
more profitable marketing of existing and new products and serv- 
ices. 

Through these programs, which have been in operation for the 
past several years, managers in line and staff positions in all 
functional areas and at several organizational levels have been 
forced to think about telephone operating problems in a way that 
integrates the marketing challenge and opportunity with all other 
phases of the business, They have been forced to look at tradition- 
al organization structure and job content in the business and face 
the issue of whether they can continue unchanged when marketing 
activities are fully integrated within the total operation. They have 
been forced to assess trends in expenses and earnings, together 
with the regulatory environment and the threat of continuing infla- 
tion, and to consider realistically what a coordinated, long-range, 
comprehensive marketing effort can contribute to the future per- 
formance of the future performance of the business. Through the 
participation to top- and immediately-supporting-level managers, 
an environment has been created in whcih supervisors on the job 
in their own companies can extend the influence of their thinking to 
their subordinates. 

Two points need further clarification. First, the ambitious 
management development effort on a planned basis that has been 
undertaken by the Bell System in the last few years was not cre- 
ated as a vehicle for exploiting and extending the marketing con- 
cept. The decision to approach the issue of management develop- 
ment in a rational way was made independent of the marketing is- 
sue. But the management development program has been effec- 
tively used as a means for bringing the marketing philosophy to the 
attention of line managers in all parts of the business. Of greater 
importance, it has been used not in an authoritarian way, but as a 
problem environment in which line managers could discover for 
themselves how planned marketing could contribute to effective 
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performance in their own assignments, how the nature of the tele- 
phone business would be changed by full acceptance of the mar- 
keting philosophy, and how the future growth of a strong and prof- 
itable telephone business must depend on a revolutionary reorien- 
tation in management thinking. 

Second, the job is not finished. There is good reason to believe 
that a significant beginning has been made in changing manage- 
ment thinking. But much remains to be done. What has been ac- 
complished includes at least these things: (1) most telephone 
managers throughout the business now understand the broad scope 
of the marketing concept, including the customer orientation to- 
ward telephone operating problems; (2) there is a broad disposi- 
tion among managers to accept marketing as a central, not a pe- 
ripheral, activity in the telephone business of the future; (3) recog- 
nition is widening that the telephone business is a competitive in- 
dustry, fighting for a share of customers’ spending. These gains 
need to be strengthened and extended. Beyond this, some observ- 
ers believe that few managers have yet been brought to an explicit 
realization of changes in organization and job content that lie 
ahead of this newly market-oriented business. 


|_| 


32. “HOW RESEARCH CAN LEAD TO BETTER 
PUBLIC UTILITY MARKETING — FROM 
THE PROFESSIONAL VIEW" 


Walter Barlow* 


ARKETING Research is concerned with what people do, par- 

ticularly with what they think, why they do what they do; it is 
and operation designed to help management by bringing greater 
predictability into the decisions that management has to make in 
the field of marketing. 

With your permission, I will draw on our own survey experi- 
ence, but as you can well imagine, much of this work is frequently 
of a very hush-hush nature, so there may be indirection in some 
cases, 

Take a few cases of the type of work that is being done, or be- 
ing asked for, by utilities management as illustrative of the vari- 
ous marketing research projects that are going on. Let’s take a 
common idea in research, but one which is getting considerably 
wider application in the field. That is the gathering of time 
series. 

The objective here is perfectly clear: to find out where things 
are going, why they are going there, but particularly to know how 
to pace our progress to meet certain situations. We know where 
people stand today. Then we take some action, and we want to 
know what happens not only as a result of that action but other 
forces outside our control. 

A time series for the electric companies’ advertising program 
has been made, and the work done in that field is indicative of one 
device, at least, in the field of market research which utilities 
management is employing to their betterment. 

This series began in 1943, for those of you not familiar with it, 
and the overriding consideration in getting it going, as you might 
well imagine, was the government ownership issue, still a very 
powerful stimulant for having the research continued. 

In 1943, giving people a choice between business, government, 
and no opinion, 41 per cent chose business ownership, 52 per cent 


*Walter Barlow, Executive Vice President, Opinion Research Corporation, 
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chose government, and the balance, no opinion. Now, the term 
‘‘sovernment ownership’’ presents a problem in semantics. What 
kind of government are you talking about? 

So, it was desirable to dig further and to take that figure of 52 
and pull it apart. In so doing, the preference was largely toward 
municipal, being 27 per cent, with 18 per cent having Federal in 
mind, and seven per cent having State in mind. 

So that when this series was started, there was a fairly statis- 
tically reliable balance. 

What happened over the period of time? Well, much of it you 
are aware of. In our last sounding in 1957, and another is coming 
up shortly, that the business figure has risen from 41 per cent to 
57 per cent, and the government has dropped from 52 per cent to 
37 per cent. Interestingly enough, the drop in government senti- 
ment came in favor of municipal ownership. 

Well, many of you are familiar with municipal ownership, and 
these issues are not decided solely on the way people feel ona 
general issue of this kind. But one of the things pinpointed as a 
result of this kind of research was concerned with the question of 
what is happening to the fundamental issues which affect not only 
marketing but the entire operation of the business. In matters of 
public policy in the ultility field, these are of far greater marketing 
concern that they are in other businesses where there isn’t the 
necessity of dealing with regulating bodies. 

This factor of trend research keeps raising the question, ‘‘What 
are the underpinnings? Where do they ideas come from?’’ 

And so we had a chance to get at some other issues as they 
came along. For example, people were woefully misinformed— 
uninformed would probably be a better word—about the way in 
which rates are set. What is the procedure that companies have to 
go through to get relief, and when relief comes, how can one know 
whether it is adequate? 

Furthermore, as time goes along, any trend series tends to be- 
come out of date because of new developments in the field. The 
last time the electric group wanted us to make that study, some- 
thing almost brand new had appeared on the scene, namely, atomic 
power in the production of electricity. In 1957 it became desirable 
to establish another trend point in this series, and we found that 
about 70 per cent had heard something about atomic energy used 
to produce electricity, and 30 per cent frankly didn’t know. 

When we asked this question: ‘‘In plants that are built to pro- 
duce electricity from atomic energy, which do you think is better: 
To have private electric companies build and operate them, or to 
have the Government build and operate them, or doesn’t it matter 
to you?’’ 
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Private company sentiment was 36 per cent and government 
was 36; neither or doesn’t matter, 16; no opinion, 12. 

So, here the government ownership issue is coming in a differ- 
ent guise, and it tends to point out the fact that people do not ne- 
cessarily transmit one idea from one field to another. So the new 
trend has to be found and the underpinnings have to be felt for 
again, and again it went back to the question of rates. 

When you asked people why they favored government owner- 
ship in the building of atomic plants, they came back with the idea 
basically that it was cheaper, so an economic fact comes into be- 
ing. Where do people get their ideas aboutrates? This whole field 
is one extremely difficult to get ahold of, but the marketing sig- 
nificance of how people think about that ishard to overestimate. 

In this last check, for instance, that while 64 per cent, when 
asked, described the rates in their areas as reasonable, 24 per 
cent said they were higher than they should be, compared with four 
per cent who said they were lower. Digging a little further, be- 
cause this piece of wool tends to unravel and unravel, it was found 
that 61 per cent indicated yes, their electric bill had gone up in 
the last six to seven years, but four in ten when probed indicated 
this had gone up because they used more electricity. 

Recently, in talking to some friends of mine who are witha 
large electric utility, they informed me that as near as they could 
gather, the average household in their area was using approxi- 
mately twice as much kilowattage as it was ten to twelve years 
ago. This is extremely important, namely, the whole matter of 
the understanding of rates and their relationship to ownership and 
regulation, and, in part, it all gets back to an imperfect under- 
standing of what happens within their very homes. 

So a second factor was discovered to be useful in trend series; 
namely, it finds new problems in the making and helps trigger the 
necessary probing to find out what is in back of these problems 
and what to do with them. 

There is a third aspect to research of this kind, and that is to 
get inside into the themes or inside into the ideas which can be 
used on behalf of the utility and its own interests in countering 
certain attitudes if it finds them, or the more promising ways of 
filling vacuums of information if they are found to exist. I shan’t 
go into this aspect of this study for reasons of time, but one of 
the problems discovered to be the most pressing in this whole 
field of fundamental attitudes about utility business and utilities is 
a tremendous remoteness that people feel from the real issues. 
You are bound by rates, and you know it. 

But people find it awfully hard to bridge the distance between 


BETTER PUBLIC UTILITY MARKETING 261 


where they sit and where they live and work and what they do, and 
the problems that a utility faces in dealing with such an issue as, 
for example, government ownership. 

One or two prople have heard me tell this little anecdote, but 
I would like to repeat it because it illustrates the importance of 
getting to the bottom of the problem and finding the triggers that 
can be used to get people to react or to act the way you would like 
to have them act. 

Some of us were doing some depth interviews in a Pennsylvania 
town for the A, T. & T. Company some years ago, and we had our 
little tape recorders and squawk boxes on hand. The basic effort 
here was to try to find out a little better how people thought about 
the company as a company, what some of the basic overriding 
ideas were. 

This particular fellow I talked to had just bought some stock in 
A. T. & T. a few weeks before, and this fellow had quite a lot to 
say about it, and he was quite enthusiastic. But listening to that 
record, you could hear him stumbling as I probed about these bas- 
ic issues. 

Finally, there was one long pause after about ten of these ques- 
tions, and this fellow said, ‘‘Well, to tell you the truth, the phone 
company don’t come into the conversation very often!’’ 

And I have often thought to myself how real an expression of 
the problem that the people in the utility business face in bridging 
the gap in some of these most intriguing problems. 

Let’s take another example: Sometimes a company is in the 
process of doing so many things that it can’t take time enough to 
figure out which to do first. This example has to do basically with 
customer satisfaction involving a transit business. It happened to 
be the last couple of years of the war, and we discovered that in 
getting into this one, part of the problem was not just in deciding 
what were fundamentally the issues, but to help management settle 
a discussion they were in wherein certain people had taken a posi- 
tion, and they needed some evidence to justify their position. In 
this case, they found some evidence. 

They told us, first of all, that complaints had arisen about the 
service of the company and about the people running the company, 
and that these complaints had risen to a point of being considered 
dangerous. 

Secondly, soldiers were heavily quartered in the area, as in 
other urban areas, and because of the rather extraordinary powers 
that were invested with the general in charge of the area, they 
created quite a bit of operating trouble for them, so that the satis- 
faction that the soldiers felt with it and their understanding of the 
problem came of moment. 
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Thirdly, there was a franchise problem in the offing, because 
management had changed and it was necessary to go back into that. 

Well, we soon discovered when we talked to a cross-section of 
people that some of these problems, so to speak, fell open, and 
this is possibly the indication one can expect to find from a re- 
search of this type. About three-quarters told us that the service 
could be improved, when asked, and they had an awful lot of ideas, 
but the one principal one which continually seemed to rise to the 
top was that the equipment was lousy, getmore equipment for us to 
ride in, and complaints of that nature. 

Fifty-five per cent volunteered this information, but after 
probing down the line, we found that practcally no one evidenced 
any indication that they understood the problem facing a transit 
company in getting equipment during a wartime period when we 
were allocating our steel and copper and other things to more im- 
portant wartime needs. 

Ninety-four per cent when asked complained about overcrowd- 
ing. Sixty-four per cent were griping about poor scheduling. On 
the franchise issue, interestingly enough, 50 per cent had no opin- 
ion. Among those, slightly more than not favored private fran- 
chise, but the misinformation in this area indicated an important 
area for work. 

One bright spot was that by and large the soldiers turned out to 
be no problem. They fundamentally weren’t any different than any- 
body else. The service instituted for them was considered basical- 
ly pretty good in terms of what they were designed to do, So the 
bigger problem could be dealt with at the same time as this soldier 
problem. 

Well, wartime circumstances are very different from peace- 
time, and you can do things then that you can’t do now. Mr. De- 
Gaulle, apparently, is asking the French people to take up a notch 
in their belts. Churchill did this same thing not long ago. In 
periods of adversity, people can be asked to do things which they 
normally wouldn’t do. 

In this case, the people were asked to put up with the situations 
about which nothing could be done. But, of course, it was dis- 
covered that they did have a scheduling problem, and eventually 
they got the equipment moving on a better scale, but they even 
went several steps further. They found there wasn’t any great 
shortage of the ordinary kind of paint, so this equipment was 
painted and was given unusual names, like ‘‘Old Ironsides,’’ 
‘‘Monitor,’’ and ‘‘Merrimac.’’ And these guys became ‘‘skippers’’ 
and not ‘“‘bus drivers.’’ They got out a little hoopla with the girls 
on the corners passing out favors and so on, and so fundamentally 
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something which had up to that time become a progressively more 
difficult problem was capable of solution once the information was 
on hand and the action was there totake. I suggest also that some- 
thing, possibly, was added to that company’s corporate image by 
the way in which the management handled this particular affair. 

We hear a lot now about this phrase ‘‘corporate image.’’ I 
would like to just briefly refer to another case study in this area, 
because our professional opinion was asked whether this corpo- 
rate image stuff is here to stay, whether it is a flash in the pan or 
just another way of describing something we have known for a 
long time. 

There is no doubt about the fact that a corporate personality 
has been a matter of concern sineé the Business Year One. Heads 
of businesses are beginning to realize particularly as they become 
oriented to the customer that everything they do has some market- 
ing significance. Everything they do presumably can or cannot 
be used to help improve the company’s profit position. 

We have been doing some work in this field for some utility 
companies. One which I can cite just very briefly here involved 
the comparative image of ne company versus another as compet- 
ing sources of energy, ana while they were fairly on a par on serv- 
ice, fairly on a par on the strength of the company and its ability 
to meet the challenges of the new market, there was one significant 
area where the company that had us do the work was insufficient, 
and that was in the area of what you might call its managerial 
image. 

This could be traced back through the attitudes of the people 
about the company and the service ingeneral. We began to see that 
the relationship of the people’s attitude toward the people running 
the business, and their willingness to do more on the dollar and 
cents side, was a very real one. The great question of corporate 
image research is to determine the degree of which these various 
short and long term attitudes are related to actual dollar and cents 
performance on the behavior side. 

Another type of marketing insight more utility companies are 
asking for is that which is extremely confidential, but it gets back 
again to gaining information on ownership preferences. This con- 
cerns buying intentions, for example, in the appliance market. 
This is naturally confidential, as you know. If there is any area 
where the competition is fierce, it is in the area of appliances. 
This one particular company was interested in knowing a little 
bit more about what to expect by way of competition from the ap- 
pliances of competing energies in its operating area, and what 
this research served to document was that while the problem 
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wasn’t much bigger than the man’s hand at the time this study was 
taken, the significant fact was that for this company the people 
who were deserting it were deserting it for reasons which were 
quite plausible to its own current customer group but, in other 
words, loyalty was stronger with these others than the terms of 
the competing energy. 

This immediately raises the question as to why this is the fact, 
and so the research found it was going in the direction of deter- 
mining what was in back of these attitudes and how can they be so 
changed to get the thing turned around. 

Some problems presumably are not going to be solved, but the 
research of this type, particularly on preference of use and buying 
intentions, as we have discovered in other fields, has been partic- 
ularly useful in helping companies decide which way to go in the 
course of five to ten years, because sometimes you have a prob- 
lem in clearing up information and putting on aggressive selling 
efforts. Sometimes you are bucking a tide which may be a little 
too strong for one company or group of companies, and the job of 
market research on the attitude of customer behavior is to help 
companies decide whether the latter is true. 

Another insight you might be interested in hearing briefly 
about is the area of fundamentals. Why do people fundamentally 
think and act as they do? 

You might put this in the form of another question: What are 
the barriers in people’s minds which constitute real blocks be- 
tween their doing what we want and what we have been recom- 
mending that they do? 

We did a job recently for three companies, and with their per- 
mission, I will mention that this study was authorized by these 
three companies: three of the associated telephone companies, 
Doc’s company and the Illinois company and the Pacific company. 
This was designed to find out: What are the barriers to usage? 
Why do so many people buy only a fraction of the telephone service 
they could afford? 

Now, this kind of research, we would suggest, is peculiarly 
apt for utilities companies. Most utilities have widely universal 
usage. There is a repetitive factor. Once people take the service 
on and the gas line or the electric line comes in, then it becomes 
a question of adding more usage. 

Where a man has to go out and make a choice as to whether it 
should be this car or that car, this cigarette or that cigarette, this 
breakfast food or that breakfast food; in those companies it is a 
different situation. Utility companies have a steady contact and 
can do much with that contact. 
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This effort was designed to find out: What are the barriers to 
usage? Why do these barriers exist? What are the themes and 
approaches that could be used on which to base current mer- 
chandising strategy? And what are some of the long term implica- 
tions, as well? 

Without going into the fine print of what was discovered, let 
me just report that there were some barriers found—some rather 
massive ones. People have been trained over a period of time to 
think one way, and now, because of the necessity of the times, a 
different form of thinking is required. So, part of the problem be- 
comes a helping of the people to unlearn something that they have 
learned, to replace with something more appropriate to current 
times. 

There were certain other areas where this kind of research 
pointed unerringly at the place where effort ought to be placed 
now. More and more people in the professional side of marketing 
research of the type that we do, and I suspect of other types of 
marketing research, will have to help counsel people on what to 
research next. The system of continuity has been built, and the 
crying need in many instances is for that concept to be accepted 
by management. 

Once it is accepted, you can help by telling them where best to 
invest their money and their efforts. 

Finally, there was an aspect of this study which was quite in- 
teresting from the clinical standpoint. This operation raised is- 
sues and questions which in some respects were foreign to the 
thinking of many of the people involved in the company itself. So, 
the fact that it was set up on a broad basis illustrates one of the 
prime aspects of basic research and one of its conditions, namely, 
that it shouldn’t be heavily constricted on departmental lines. Let 
it go free. Don’t compartmentalize a customer’s thinking. Let the 
man or woman talk in his or her own way. 

This kind of basic analysis is tough to define on the objective 
side, tough to research, tougher to defend and to proliferate inside 
the company, but the potential is enormous. If there is one area 
where I am going to go out on a limb, it is in suggesting that there 
will be more of this type of research, getting to the fundamentals 
of what are the barriers in people’s thinking between them and be- 
tween us and their money. 

I would like to make three quick observations. There is no sur- 
vey evidence that I can lay my hands on which is based on a sci- 
entific cross-section of utility managements, but looking in terms 
of the work we have been doing, and the best indication I can get 
from my friends, you can say there is a definite quickening of 
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interest up and down the field of utility business in what marketing 
research can do to help make better profits, and you might add— 
and well you might—the competition for attention and the cus- 
tomer’s dollar is going to get very, very much harder than it is 
today. 

Secondly, there is no question about the fact that the utility 
business is different from other businesses, but the curious thing 
I discovered is that all businesses are different, and evidently 
companies are finding a way in the utility field to get around their 
previous concern over the regulative aspects. As a result, you 
might say there is a compensating factor, if one can say the utility 
field is somewhat behind the more sharply competitive market on 
the research side, your opportunity is greater, too. The area in 
foods and in cigarettes and in some of the very fast moving con- 
sumer items has got to the place where advantages to be gained by 
research can be expected to get smaller and smaller; greater risk 
for smaller return. 

In your field, there is must to be learned, and I suspect the op- 
portunity is of massive proportions, 

Finally, as utilities move more agressively into the area of 
competition for the consumer’s dollar, there will be a great 
premium on adapting modern marketing research needs, andI sus- 
pect adapting internal management setups, thinking ahead to what 
looks to all the pundits like a new golden age of prosperity. 


33. “MODERN MARKETING CHALLENGES 
UTILITY MANAGEMENT” 


O. W. Tuthill* 


ho geen was some question whether to title my remarks ‘‘Modern 
Marketing Challenges Utility Management’’~which is the title 
used—or ‘‘Utility Management Challenges Modern Marketing.’’ 
Both titles could apply because there is a challenge in both direc- 
tions. Utility managements have not always looked at marketing 
with the same interested viewpoint that is being used more and 
more today. 

Our understanding of marketing and its values obviously has to 
be on a sound basis. Perhaps marketing has sometimes seemed 
too much concerned with razzle-dazzle and frequent changes in the 
product and, therefore, has not always been fully understood by 
management as having a broad application in the utility field. By 
their very nature, utilities, which have tremendous investments in 
plant and equipment, have to be able to apply principles which are 
sound for the long-run. 

Utilities furnish services essential to our way of life. Tradi- 
tional thinking has been that if service is made available to every- 
one and its quality maintained that’s as far as we need to go. A 
ready market exists, practically everyone wants the service, 
therefore it sells itself. In such an environment what can market- 
ing offer? 

The broad answer to that question stems from the fact that 
private utilities must furnish a good service at a good profit to 
survive and compete in today’s economic environment. Aside 
from requesting higher rates, which we don’t like to do, and ex- 
ercising prudent control of expenses and capital spending, which 
is done constantly, effective marketing is just about the only way 
we have of influencing our profit picture. It would be poor man- 
agement indeed to overlook such an opportunity tohelp ourselves. 

The basic purpose of my business is to furnish good communi- 
cations service priced to return a profit. In other words, our 
business is the sale of usage. Conditions that stimulate increases 
in usage are good for the business, 
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For many years our traditional approach to the market was to 
get one telephone in every home or place of business. Because the 
telephone, while technically very fine, was not much to look at and, 
further, was available only in black, our customers, generally with 
little resistance from us, had it installed in out of the way places 
such as closets and halls where it wouldn’t be noticed. This, of 
course, restricted usage. 

This form of horizontal expansion—that is, spreading out facil- 
ities to serve more and more people—has been expensive expan- 
sion, requiring as it does central office equipment and outside 
plant for every telephone added. Increases in the cost of furnish- 
ing this basic service have tended to outrun increases in basic 
rates with a resultant pressure on profits. 

Now a big part of our opportunity lies in vertical expansion— 
more services in the home or business using basically the same 
central office equipment and outside plant. This involves much 
less additional investment and, priced right, can certainly help 
our profits. 

Along with the increasing need to search for new profit op- 
portunities major economic and social changes have been occur- 
ring in our economy—and several represent challenges as well as 
opportunities, 

First has been the rapid rise in ‘‘discretionary’’ spending pow- 
er during recent years. This permits the publicto pick and choose 
as to how income will be spent or to withhold spending. As a re- 
sult competition for the spending dollar has increased and proba- 
bly will become more intense in the future. Utilities as well as 
every other type of business must live in this economic climate 
whether they like it or not. 

Second has been the change in living habits brought about by 
the suburban explosion. Family-centered living and entertaining, 
more children, home ownership, more and better education—to 
name a few. As families have moved from the cities to the sub- 
urbs, as they have become more home-centered, as the number of 
children has increased, a need for more and better communica- 
tions has developed to keep in touch with relatives and friends. 

Along with this there has been the growth of a want on the part 
of the buying public for things and services that are ‘‘quick and 
easy.’’ Today we have quick and easy foods, autos, cameras and 
household applicances. How about telephone service? Are we 
furnishing our customers what they want in ‘‘quick and easy’’ 
communications? 

Finally, it’s noticeable in our American economy today that 
each person is an individual and wants to express his individuality. 
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He shows a growing dislike of being a pea-in-a-pod. This is 
seen in the rising sale of the Ford Thunderbird and the declin- 
ing sale of mass produced houses that are all alike. How does 
communications fit in this picture? Has the ‘‘sameness’’ of 
telephone service acted to restrict our market? Yes it has. 

It was careful consideration of factors such as these that led 
to the conclusion that modern marketing presents a challenge to 
utility management—a challenge to adopt some new and broader 
bases for thinking and acting in order that the profit and customer 
satisfaction rewards inherent in good marketing may be realized. 

To mention just a few of the areas of thinking and acting that 
are pertinent in this respect: 

First off is what I choose to call ‘‘horizon thinking.’’ Too often 
our problems can be visualized but not our opportunities. Nothing 
can so easily assure failure as the inability to visualize success 
as an attainable goal. Think back to the time, just a few years ago, 
when color telephones were a new thing in our business. They 
carried at that time, and still do, an extra price tag. Their profit 
pay-off was good. Nevertheless, there was some skepticism about 
how well they would sell. Those of usinvolved had some real sell- 
ing to do in order to get a radical reduction in our company’s 
manufacturing order for black telephones and a corresponding in- 
crease in the order for color telephones. Fortunately, we were 
successful. But, even so, before that year was over we were 
frantically trying to boost our color telephone order even more. 
We found that with color our customers took their telephones out 
of the back hall and had them installed in their living rooms, 
kitchens and bedrooms. Further, their usage went up. 

This brings up a second factor which must be a concern in 
management’s thinking: ‘‘barriers.’’ More thinking needs to be 
done about barriers to effective marketing and what can be done 
to eliminate them. Walter Barlow has covered this point. The 
Opinion Research Corporation, which Walter represents, was hired 
to conduct a study on the barriers which discourage people from 
using the telephone more often and more effectively. 

Marketing, of course, is more than a process. It calls for an 
understanding of the customer. The best process in the world 
won’t work if the barriers to the ultimate sale aren’t recognized 
and torn down. 

Utilities face a real problem in this regard. Utility services 
are essential and are low in cost. But a headline in Business 
Week not long ago sums up my concern. It said: ‘*The average 
American is a demon for small economies. * (and then turns 


) 
) 
t 
t 


270 ADVANCING MARKETING EFFICIENCY 


right around) ‘‘and spends freely for the good things he has come 
to crave for his family.’’ 

This challenges us to establish for our services the image of 
being ‘‘good things’’ which the public will want and buy willingly. 
But it must always be borne in mind that the end result of what we 
have to offer is usage. Success involves developing real wants 
and needs for increasing usage. Modern and glamourous facilities 
such as our new color telephones are only a means to an end— 
and must be recognized as such. 

Let me move from this idea of ‘“‘barriers’’—which my company 
is studying through research—to market research itself. In the 
utility field, as much as in any other field, there must be good 
market research if there is to be a successful over-all marketing 
job. We simply can’t afford to make even a $1 mistake, recog- 
nizing that a $1 mistake may easily be multiplied millions of times 
over and be a very expensive error indeed. 

fo avoid or minimize such miscalculations there must be reli- 
ance on market research. It, in turn, mustbe precise enough, per- 
ceptive enough, so that it can be relied on confidently. 

In the telephone business large amounts of effort are devoted 
to basic research in the physical sciences and to development of 
improved telephone systems. This dedication to improvement 
through research has provided our customers with the best tele- 
phone service in the world. 

However, the application of modern research techniques to de- 
termining customers’ attitudes towards as well as their wants and 
needs for our services is relatively new. Thisincludes the area of 
market research. 

During the short time we have been active in this new-to-us 
field of research many things have been revealed about our cus- 
tomer. Some of them are: 


1. He likes to hear about services we have to offer. 
Sales suggestions are welcomed. 

2. Extensions add value to his service, provide pri- 
vacy and security, are convenient and time-saving. 

3. When a second telephone is added he increases his 
calling, including calls to distant cities. 

4. He likes color. He keeps color extensions longer 
than black. He uses a color telephone more than a black 
one, 

5. He likes to feel free in using his telephones—large 
unrestricted calling areas. 


UTILITY MANAGEMENT 271 


6. He likes his new home to be telephone planned— 
with concealed wiring and several outlets. 

7. His first telephone he wants installed in the kitchen, 
his second in the bedroom, his third in the basement or 
recreation room. 

8. He wants an attractive new small-sized telephone 
and will pay a premium for it. 

9. He wants a home intercom system with a door- 
answering feature that’s tied in with his basic telephone 
system. 


There is no reason to doubt that further exploration will be as 
productive of new and improved ideas in its own way as has been 
our research in the physical sciences. 

To make a profit is the primary objective of marketing, in the 
utility as well as in any other field. Obviously, a service—and it 
must be good service—cannot produce a profit unless it is priced 
to do so, This is a particular problem in the utilities business be- 
cause our prices are regulated by state andfederal commissions. 

Nevertheless, the fundamental still holds. Our services must 
be priced realistically from a marketing point of view. 

Although obviously the sale of our services as a whole have to 
make a profit, our objective in pricing is, very simply, to make 
basic equipment and usage charges as low as possible. Since our 
business is built on usage rather than the rental of equipment, the 
price structure should encourage the widespread, unreserved use 
of the phone. This, however, makes it desirable—even necessary— 
to sell optional, extra, and luxury services at a premium price— 
in the same way you pay for extras and luxury features when you 
buy power steering and power brakes for your car. 

Also, there is experimentation with charges pointed at stimu- 
lating usage; wider free-calling areas, evening long distance fam- 
ily rates under which you can talk twice as long at no increase in 
cost—and, in contrast, for customers whose need to talk is brief, 
one minute in place of three minute long distance charges. There 
is an attempt to pattern our services to meet our customers’ 
needs. 

Another non-traditional pricing principle is the package-pric- 
ing idea. Rather than customizing each installation and charging 
for each individual feature of the equipment our customers’ needs 
can be met with a few standard installations that are package- 
priced. 

This gives the customer more complete and more flexible 
service than was possible with a custom-built job. Further, it 
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simplifies our installation job. Also it tends to make our prices 
a little more intelligible to the customer by eliminating rate com- 
plexities. This itself is an advantage not tobe taken lightly. 

Another area is that of making our existing equipment more 
profitable. Telephone equipment must be ready io serve at all 
times, and this means that there will always be many hours during 
which substantial portions of our equipment are sitting idle and 
unproductive. Developing ways to make it more productive during 
these periods is a major function of marketing. A good illustra- 
tion of this is the trial of evening long distance family rates men- 
tioned above. 

Also, there is experimentation with new types of public pay 
phones. High calling from such phones tends to occur in the off- 
peak periods. 

Both drive-up telephones and walk-up telephones are being 
tested in the Chicago area. Initial investment is much lower than 
for regular outdoor booths. Even better, however, is the fact that 
they attract more business. In a controlled test of drive-up phones 
paired with outdoor booths on the Outer Drive in Chicago, the 
drive-up phones have produced substantially more revenue than the 
outdoor booths. This is a good example of marketing profitably— 
a lower investment, providing better service for the customer, 
attracting more business, all in one package. 

The home-market also presents interesting possibilities for 
stimulating off-peak use. As you know, every child would like to 
have his own phone. Because children are in school during peak 
calling periods their use of the phone normally must fall in the 
off-peak hours. 

Now to move quickly to another marketing problem that chal- 
lenges our thinking. It’s highly commendable that, over the years, 
telephone people have adopted such a spirit of service that they 
automatically become self-conscious when they do findit necessary 
to tell a customer that one of our services (even a brand new one) 
is not immediately available. I hope that we’ll never let up in our 
desire to serve promptly and well. 

Yet, common sense says that it’s not always bad that occasion- 
ally a particular optional service is not immediately available. 
Certainly our customers at large would not want us to take the 
arbitrary view that we wouldn’t serve anybody until we could serve 
everybody. Likewise, it would be poor judgment from a manage- 
ment standpoint to risk the investment needed to fill all our supply 
pipelines before the service began to prove itself and produce at 
least a trickle of return. 

Recognizing these factors, we must recognize too that ina 
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marketing atmosphere there need be no fear of a temporarily 
backed-up demand for optional services. 

In fact, on a general basis, a backed-up demand for something 
better is our best marketing asset. 

However, when specific back-ups do occur, there should be 
some assurance that all of our people having contact with our cus- 
tomers are fully informed so they can interpret the situation to our 
customers—how it happened, and what is being done to correct it. 
Correct information—even if it’s not the answer people want to 
get—breeds far better relationships than a feeling by our em- 
ployees or customers that they ‘‘aren’t getting the story.’’ 

It may even be good to advertise the product or service that 
can’t be provided immediately. This certainly will give a ‘‘Cadil- 
lac aura’’ to that particular service ina hurry. 

Right this minute, for example, the Bell System is advertising 
in selected business magazines a new piece of office telephone 
equipment which is labeled the ‘‘Call Director.’’ It fills a great 
many office needs better than previous combinations of equipment. 
And, furthermore, it really looks like a piece of ultra-modern of- 
fice equipment. Almost everybody who sees it is interested. 
Take a look at it yourself—even though I predict you’ll want it in 
your office too, which may build a backed-up demand. 

The point is that we want our customers always to be wanting 
something better—and we’re determined to meet the challenge of 
providing that something better at a profit. 

There’s one last challenging area. That’s the necessity of cre- 
ating a sales-oriented employee body. In the utility field this isn’t 
as easy as it sounds. For years there was no incentive, no motive 
for employees to be concerned about selling. One reason for this 
was that they were so busy meeting basic needs that promotion was 
out of the question. This problem has nowbeen largely licked. 

Orienting our employees to a marketing and sales approach 
presents a very real problem. Some falsely believe that a utility 
has no competition and is assured by regulationof a good profit. 

These are misconceptions that must be laid to rest right away, 
wherever held. Then, the coin must be reversed completely to in- 
still among employees a pride in aggressive selling. 

Fortunately, there are two factors about aggressive selling 
that make it appealing to utility employees. First, selling is an 
easily-recognized avenue of improving the customer’s service. 
And providing good service has always been our way of life. There 
is a saying in our company that illustrates this point: *‘To sell 
well is to serve well.’’ Certainly we would never want a sale to be 
made unless it really was the avenue to better or more satisfying 
service, 


274 ADVANCING MARKETING EFFICIENCY 


Second, selling appeals to employees. It provides a challenge 
that they like. Participation is a magic word of success in almost 
every endeavor, and selling gives employees a participating role 
and a sense of accomplishment. They can see tangible results 
immediately and enjoy the satisfying glow of knowing they did it 
themselves. Ina word, selling is good for employee morale. 

These are two big plusses in favor of developing a sales-ori- 
ented employee body. But management must take the leadership. 
You can’t get employee enthusiasm without first achieving manage- 
ment enthusiasm. The rewards of a sound and aggressive mar- 
keting program are such that the effort to achieve management in- 
terest in marketing is well worth it. First must come understand- 
ing as to what marketing really is, how it touches the entire bus- 
iness, and how it can benefit the business. From understanding 
comes interest and then enthusiasm. Even these are but the be- 
ginning. They do, however, make it possible for management to 
begin to face up to the fact that modern marketing poses many 
challenges before success can be achieved. 


V. The Influence of Government 


A. The Government's Role in Marketing 


— ‘Help or Hindrance? 


34. “MARKETING FOOD AND 
AGRICULTURAL PRODUCTS” 


Oris V. Wells* 


HEN someone recently tried to sell me a modern high-fidelity 
phonograph, stressing that hi-fi recordings allow us to catch 
and faithfully reproduce the entire range of sound audible to the 
human ear, this reminded me of spectrum analysis which of course 
works with the entire range of color. And this in turn suggested to 
me that I might best simply describe the range of Government ac- 
tivities having to do with the marketing of farm products and food. 
True, such a discussion can be dismissed as being ‘‘merely 
descriptive.’’ Yet it at least has the merit of allowing each par- 
ticular individual to reach his own decision as to which activities 
are helps or hindrances from his particular viewpoint. Also, the 
cataloging of the various activities or ways in which Government 
assists or affects marketing will in itself, be sufficient to indicate 
that marketing activities in our modern world inevitably proceed 
in a framework which is established or in large part influenced by 
Government. 

As a means of assisting in the appraisal of particular activities 
a few tentative words about such seemingly simple things as 
‘“‘marketing,’’ the ‘‘functions of marketing,’’ and ‘‘markets’’ are 
perhaps worthwhile. 

Such a tentative or provisional approach seems to have ample 
precedent. Alfred Marshall, for example, in the Eighth Edition of 
his Principles of Economics starts his discussion of markets, **We 
must begin with a short and provisional account of markets: for 
that is needed to give precision to the ideas in this and the follow- 
ing books. But the organization of markets is intimately connect- 
ed both as cause and effect with money, credit, and foreign trade; 


a full study of it must therefore be deferred... 


*Oris V. Wells, Administrator, Agricultural Marketing Service, U.S. Depart- 
ment of Agriculture. 
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Defining the more commonly used marketing terms is not an 
easy task. Someone has remarked that marketing is not only the 
spirit of modern business but also that it comes very close to 
being the whole body itself. I agree. 

Still, it seems to me that marketing is chiefly the process of 
getting the product to the consumer. The commodities that farm- 
ers grow and sell must be stored, transported, processed, and de- 
livered in the form and at the time and to the places that consum- 
ers desire. We also know that few farmers today sell direct to 
consumers. Instead, each function that occurs between the time 
the farmer first offers his product for sale and the final purchase 
is performed by agencies or persons who have some specialized 
advantage or skill. 

In more complex terms, our marketing system has several 
functions: 

From one standpoint, its function is to move the desired vari- 
eties of farm and food products to consumers in the desired forms 
and conditions at the lowest possible cost. 

From another standpoint, its function is to make a living for 
people working in it and to yield reasonable returns to the capital 
and management skills devoted to it. 

And in a dynamic economy such as the one we live in, the mar- 
keting system also has the function of finding and developing new 
markets—new, that is, in the sense of moving new products, better 
products, or more of the old products, either at home or abroad. 

These three functions should not necessarily conflict with each 
other. In fact, in an economy based on free enterprise and com- 
petition, they lead to the same end, 

But one should not think that there are no conflicts of interest 
in marketing. Competition itself is a form of conflict between 
agencies engaged in the same line of business. Conflicts occur 
also between prime producers (that is, farmers) and the marketing 
agencies that handle their products. And finally, the agencies 
handling these products are in constant conflict for an increased 
share of consumer incomes which are, of course, always limited. 

The central means of resolving these various conflicts in our 
free-enterprise marketing system has to do with price determi- 
nation—with the establishing of prices which it is hoped will so 
ration consumption (demand) on the one hand and guide production 
(supply) on the other as to maintain a reasonable balance. But as 
Marshall remarks, ‘‘When demand and supply are spoken of in re- 
lation to one another, it is, of course, necessary that the markets 
to which they refer should be the same,’’ 
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Some people think of a market as being ‘‘the whole of any re- 
gion in which buyers and sellers are in such free intercourse with 
one another that the prices of the same goods tend to equality 
easily and quickly.’’ Or again some people think of markets ina 
more abstract sense ‘‘so as to mean any body of persons who are 
in intimate business relations and carry onextensive transactions’’ 
which result in establishing the prices at which a commodity is 
exchanged. Whichever sense is used, it follows that traders may 
be spread over a whole town, a region, or a country, or even dis- 
tributed as between countries, and yet make a market if they are 
by one means or another in close communication with each other. 

We also talk about the ‘‘perfect’’ market. What are the cri- 
teria? 

Once again referring to Marshall, ‘‘Thus the more nearly per- 
fect a market is, the stronger is the tendency for the same price 
to be paid for the same thing at the same time in all parts of the 
market (with allowances, of course, for differences in delivery 
costs).’’ 

This tendency for the same price for the same thing at the 
same time in all parts of the perfect market does not, however, 
come about automatically. Rather, it requires that all parties to 
the bargaining process have (1) substantially the same information 
and (2) substantially the same bargaining strength, or at least that 
information and bargaining power are sufficiently well-distributed 
to give the same answers (prices) as would result were the two 
conditions wholly met. 

These criteria of the perfect market are not simply academic 
abstractions. They are equally everyday working rules in the 
business world—rules which we as individuals would often like to 
escape but which as a group we usually want enforced. The need 
for equal or efficient information, for example, underlies a wide 
range of statistical activities within the Government, while the 
need for bargaining equality underwrites our concern as to mo- 
nopolies and does much to explain labor organization and various 
developments in the agricultural field, including farm cooperatives 
and the interest of many farmers in some form of price support. 

In an effort to define the range of marketing activities with 
which the Government is in one way or another associated, we de- 
pend upon Government in the broadest sense to establish and 
maintain the rules which make private property possible and which 
create the environment for the free enterprise bargaining process 
which is the heart of marketing as I have endeavored to define it. 
Further, my remarks shall chiefly relate to the current activities 
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of the State and Federal Governments which most directly affect 
the marketing of farm products and food. 

Specifically, the current activities of Government with respect 
to the marketing of farm products and food include: 

(1) The provision of market information, including crop and 
livestock estimates and related market movement or consumption 
data, market news, and other short-term price information, as 
well as such interpretive activities as are summarized in what we 
call ‘‘agricultural outlook’’ work. 

The current demand is for more rather than less statistical 
information with particular emphasis on what I call ‘‘market flow’’ 
data—that is, data which will assist producers and processors to 
more adequately forecast the volume and timing of the movement 
of farm products to market. 

(2) The provision of market grades and standards, including all 
the voluntary activities which are supervised or directly carried 
out by Government in the determination and voluntary application 
of grades and standards to farm products and their processed de- 
rivatives as they move through the market. 

Market grades and standards, provided there is confidence in 
their uniform and equitable application, provide what I call ‘‘effi- 
cient’’ information—that is, they greatly facilitate the trading 
process. For the most part, the decision as to whether a product 
shall or shall not be graded is a voluntary one, often with the cost 
being paid by the applicant. The demand for such services is in- 
creasing, in part because of the insistence of large handlers on 
‘*specification buying’’ but even more important because of the be- 
lief that the long-run interest of all parties concerned—producers, 
handlers, and consumers—can best be served by quality products, 
properly handled. 

(3) Marketing research activities and related educational ac- 
tivities carried out within the Governmental framework, including 
research done within the Federal Department of Agriculture and 
the Land-Grant Colleges and Universities and related educational 
activities carried out chiefly through the Federal-State Extension 
Service. 

There has been a considerable expansion of market research 
activities at both the State and Federal levels since enactment of 
the Research and Marketing Act of 1946. To some extent market- 
ing research is designed to supply information of general interest 
—information, for example, as to the costs or margins involved in 
moving products from the farm through the retail market. Mar- 
keting research, however, is also designed to supply a better un- 
derstanding of the marketing structure, including the price-deter- 
mining process; to assist in the development of better marketing 
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facilities; to suggest ways and means of more efficiently carrying 
forward the numberless operations which fall in the marketing 
field; to assist in finding ways and means of improving quality of 
farm and food products; and, finally, to assist in widening the 
market for farm and food products by finding why consumers buy 
or what they want. 

There is also a substantial current interest in ‘‘utilization re- 
search’’—that is, in the effort to develop new uses for farm prod- 
ucts through chemical research. 

(4) Regulatory activities specifically relating to the marketing 
of farm products and food carried out by various State and Federal 
agencies, especially the State Departments of Agriculture, the 
U. S. Department of Agriculture, the Food and Drug Administra- 
tion, and the Federal Trade Commission. This classification also 
includes the administration of marketing orders, either State or 
Federal, for such products as fruits and vegetables and fluid milk. 

This is a broad field, ranging from enforcement of rules to as- 
sure fair trade practices through mandatory enforcement of cer- 
tain wholesomeness or health standards, into the use of the 
regulatory authority to assist in enforcing quality standards or 
stratifying markets as a means of increasing producer bargaining 
strength. The regulatory authority, of course, is also the basis 
for tariff and other devices which tend to regulate foreign trade, 
and during the last war we saw extensive use of the regulatory 
authority as a means of controlling distribution of foods as well as 
stabilizing prices, especially at the retail level. 

(5) Price support activities as carried out by the U. S. Depart- 
ment of Agriculture, chiefly through non-recourse loans advanced 
by the Commodity Credit Corporation. The term ‘‘price support’’ 
refers to activities where prices are generally announced in ad- 
vance of the harvest season and where the Government, if neces- 
sary, stands ready to take and store sizeable quantities of the 
commodity in order to hold or stabilize prices at the announced 
level. 

This is, of course, one of the most controversial activities of 
Government in the marketing field—one that is so much discussed 
that it sometimes seems as if this were the only Government ac- 
tivity affecting the marketing and prices of farm products. In fact, 
this is one of the reasons why it has seemed desirable to outline 
the whole range of farm product and food activities with which 
Government is concerned, 

(6) Market expansion activities, including such diverse things 
as the National School Lunch Program, the movement of surplus 
food commodities into the hands of schools, charitable institutions, 
and needy persons through donation, efforts to encourage 
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consumption of plentiful foods through work with the trade and food 
industry, and the moving of farm products into foreign use through 
sales for nonconvertible foreign currencies to countries which are 
willing to accept arrangements which assure that such sales will 
be in addition to the normal commercial movement of the partic- 
ular product. 

This is one of the newest fields of activity for Government with 
the current interest in it tracing in large part to our farm sur- 
plus. There is general agreement that the most satisfactory 
approach to the surplus problem is to find new or extended mar- 
kets, either at home or abroad. Basically, in a free enterprise 
economy such as ours this is chiefly a job for private marketing 
agencies. However, State and Federal agencies are now assisting 
in many ways and the services which they render are increasingly 
well accepted. 

We surely do not know all the answers to the question as to how 
to increase the market for a particular product or for farm food 
and fiber as a whole. But since many people feel this is a field 
which needs further emphasis, suppose we ask: ‘‘How much do we 
now know?”’’ 

We at least know that we do not increase the size of the market 
by offering consumers less and less from one season to the next. 

Market building, whether here in the United States or abroad, 
calls for competitive pricing and controlled quality—a conviction 
which underlines the need for both private and public research re- 
lating to production methods, marketing processes, and quality 
measurement and maintenance. 

Somehow consumers’ habits do on occasion change, that con- 
sumers sometimes want more of a product, sometimes less, even 
though prices remain about the same. And this leads us into the 
whole field of advertising, promotion, and other activities relating 
to market development. 

There is likely to be a continuing demand for attention to ways 
and means of using surplus food to improve the diets of school 
children and of low-income people through one device or another. 
Advertising, promotion, and related market development activities 
are now and will continue to be chiefly the function of producers 
and the food trade, while the use of surplus foods as a means of 
improving diets of such groups is now and will continue (to the ex- 
tent it is used) to be chiefly financed through Government. 

There are many questions raised about the effect of market 
development activities in both the private and Government sectors, 
questions as to whether selling or moving more of one product 
doesn’t mean that someone buys or uses less of something else. 
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This would be the case within a closed or static economy where 
incomes, population, and standards of living were held constant. 
But fortunately we live in an expanding economy where population 
and per capita standards of living are both increasing, where it 
doesn’t necessarily follow that because more of a particular prod- 
uct is moved we must use increasingly less of something else 
(even though this will still often be the case). Economic growth 
offers increased market possibilities and, equally important, that 
the actual movement of farm products and food certainly contrib- 
utes far more both to maintaining farm markets and increasing 
nonfarm income or well-being than would be the case were the 
commodities not produced. 


35. “FACTS AND FIGURES FOR 
MARKETING DECISIONS” 


Harry W. Ketchum* 


AVIGATION may be defined as the art of determining the loca- 
tion of a ship or plane, and of conducting it from its point of 
departure to its destination. The problems to be solved by a bus- 
iness firm through scientific marketing are similar to those of a 
navigator, but the means of solution are considerably different. 

There is no radar which can be used to locate markets, —no 
compass to measure the direction of consumer demands. While 
celestial bodies remain fixed in orbit, the guidepoints for scien- 
tific marketing—population—income—consumer behavior—even the 
value of money itself—are subject to constant change. 

In lieu of the navigator’s instruments the marketer must use 
market facts and figures (often estimates) and must substitute 
human judgment for the precision of calibration and ‘‘scope.’’ 
Viewed in this perspective, the progress in scientific marketing 
has been very good. Of course, there is much yet to be accom- 
plished, especially in extending its application. 

The following is a brief review of the types of marketing facts 
and figures available from government, and their use as a basis 
for marketing decisions. 

The uses of government-produced statistics by individual busi- 
ness firms in reaching marketing decisions tend to cluster around 
the measurement of market size and characteristics for a variety 
of purposes including sales forecasting, sales planning, the intro- 
duction of new products, sales promotion, advertising, and related 
activities. To a lesser extent statistics may have uses in general 
policy decisions on pricing strategy, purchasing, labor manage- 
ment, marketing channels, financing, expansion, and budgeting. 
General policy decisions may also be assisted by government 
economic analyses and special studies designed to describe indus- 
tries, institutions and practices. There is also a considerable 
amount of research by government dealing with marketing opera- 
tions, but confined chiefly to food and fibers marketing as has been 
described by Mr. Wells today, and to a lesser extent in some other 
areas, 


*Harry W. Ketchum, Director, Office of Distribution, U. S. Department of 
Commerce. 
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Let us first consider government resources for market meas- 
urement and sales forecasting. These topics lend themselves to 
simultaneous treatment for the reason that they depend largely on 
the same types of data. Also, since marketing is a dynamic con- 
cept, those engaged in this profession must always face the future. 
For antithesis I cite the case of lawyers, who are generally con- 
cerned with the past, and accountants who deal primarily with the 
present, measured by the near past. Perhaps the only profession- 
al group more concerned with the future than market researchers 
is the clergy. 

The vital role of the sales forecast was effectively illustrated 
by Mr. James C. Worthy in a recent address before the Statistical 
Users Conference. In speaking of the operations of Sears, Roe- 
buck and Company of which he is Vice President, Mr. Worthy said, 


The Company budget is computed twice a year, for 
the spring and fall selling seasons. The key item in this 
budget is the sales forecast. Advertising expenditures 
and buying schedules are largely determined by the ex- 
pected flow of sales estimated for the forthcoming season. 
The budget may also raise problems of financial manage- 
ment of which forewarning is given to the Treasurer. It 
is in the preparation of the sales forecast that Federal 
statistics have been of unique value... . The sales fore- 
cast based on economic considerations has proved its 
superiority to other and older methods. 


Decisions and data for decisions in market measurement and 
forecasting are related to the type of market. The so-called ‘‘con- 
sumer market’’ is of course our largest market, accounting for 65 
per cent of the Gross National Product. In addition there are the 
industrial markets, commercial and institutional markets, gov- 
ernments as markets, and foreign markets. 

Federal Government services in helping to describe consumer 
markets are basic. The Census of Population and the sustaining 
Current Population Reports furnish data on consumers, not only 
how many but where they live, in what type families with number 
of earners and number of children, their age, sex, education, oc- 
cupations and incomes. These data on population size and char- 
acteristics are available for U. S. markets, and in varying degrees 
and frequencies for regions, divisions, states, counties, and cities. 
Where needed data are not published, they may be estimated, uti- 
lizing Census benchmark figures for determination of ratios, and 
methods of estimation such as those suggested by the Bureau of 
the Census. 
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A valuable compendium for small area estimates is the County 
and City Data Book. Interested users can now purchase at nomi- 
nal cost a complete set of standard 80-column machine tabulation 
cards punched to show the data included in the County and City 
Data Book, 1956—133 statistical items for each county, 99 items 
for each standard metropolitan area, and 130 items for each city. 
Selections may be made of items and areas. Thus a firm with its 
own tabulating equipment can make its own cross tabulations; also 
there is some room left on the card so that a limited amount of 
additional data might be punched in. 

Within the past few weeks the Bureau of the Census has re- 
leased important new marketing information on the over 50 million 
households. Important for long-term consumer market forecasts 
is the new bulletin entitled ‘“‘Illustrative Projections of the Popu- 
lation of the United States, by Age and Sex, 1960 to 1980.’’ A firm 
marketing to a particular age group can pretty well tell the ex- 
pected size of the U. S. market up to 1980, unless the age group is 
not yet born and for these it can take its choice among four fer- 
tility assumptions. 

New comprehensive data will be available after 1960 when the 
next enumeration of an expected 180 million people and about 60 
million households will be made. New facts on people and places 
they live in will be available for more than the usual geographical 
breaks. Population figures will be reported for Census tracts in 
more than 200 cities and for the outlying parts of many standard 
metropolitan areas. New inquiries on the 1960 population ques- 
tionnaire will determine place of work versus place of residence 
and means of transportation to work. 

The purchasing power of consumers is, of course, of utmost 
interest to firms with consumer goods to sell. Principal source 
of data on income is the Census of Population and the annual cur- 
rent population sample surveys which show income of families and 
of persons. Also, the Office of Business Economics brings up-to- 
date from time to time its series on income-size distribution in 
which it offers some information on disposable income. In addi- 
tion it has published ‘‘Personal Income by States’’ 1929 to 1955, 
with supplementary figures appearing in later issues of the Survey 
of Current Business; per capita figures are included. 

Another question the Bureau of the Census has attempted to 
answer tentatively is how will the future population be distributed 
over the country. They have projected components of population 
change for States to 1970. The marketing analyst studying these 
figures in connection with other demographic data cannot help but 
come up with valuable information for forward planning, 

Most marketing people know that the effect of changes in income 
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on selling opportunity is not the same for all products and serv- 
ices. Over the years the Office of Business Economics has studied 
the degree of response of expenditures for specified product and 
service groups to fluctuations in income. Findings are published 
in the Survey of Current Business (latest September 1955, another 
study expected to be published within a few months). 

Purchasing power also takes into consideration families’ use 
of credit, and their assets. Federal Reserve series on consumer 
credit and their surveys of consumer financial position (through 
the Michigan Survey Research Center), together with Securities 
and Exchange Commission’s Savings of Individuals series and the 
Office of Business Economics time-to-time analysis of the debt 
position of consumers are important government contributions to 
knowledge of consumers’ ability to buy. 

An important asset of 60 per cent of our households is the home 
they live in. The 1956 National Housing Inventory conducted by the 
Bureau of the Census and detailed statistics from housing agency 
administrative programs are telling a great deal about places 
families live in. The relatively new consolidated Construction Re- 
view of the Departments of Labor and Commerce is in valuable in 
keeping abreast of data in this area. 

When information from the Census of Housing 1960 is published, 
marketing people will have demographic patterns of ownership for 
consumer inventories of major appliances and autos as well as 
homes. New inquiries on the 1960 Housing questionnaire will show 
elevator in structure, basement-shelter, air conditioning, home 
food freezers, clothes washing machine, dishwasher, source of 
water supply, sewage disposal, and automobile ownership. Housing 
data will be reported for each block in all cities of 50,000 or more 
population and for about 133 smaller cities thathave contracted for 
special tabulations—a ) ch resource for local market analysis. 

While data on consumers’ ability to buy are essential for con- 
sumer market research, an intimate knowledge of consumers’ 
actual consumption and buying practices is required. Serving this 
purpose we have government consumption studies, and sales, ship- 
ment and production figures. 

Probably the richest source of information on consumer mar- 
kets is the occasional scientifically conducted nation-wide con- 
sumption study. It has the advantage of identifying the purchaser 
in some way~—for example where he lives, age, sex, marital status, 
and income. In some of these studies unit as well as dollar fig- 
ures are given. 

The Bureau of Labor Statistics made such a study of non-farm 
families in 1950; figures are now published by the Wharton School 
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of Finance and have been widely discussed. But the question is, 
what percentage of consumer market research departments have 
actually dug into the figures to see what could be learned about the 
market for specific goods and services. Since then a non-govern- 
ment survey—Life Magazine’s Study of Family Expenditures— 
though not strictly comparable, has furnished new data. Food 
marketers have had rich statistical material in the Department of 
Agriculture’s 1955 national study of food consumption and habits. 

The only regularly issued series on consumer spending is 
Table 30 published by Office of Business Economics in connection 
with national income statistics and titled ‘‘Personal Consumption 
Expenditures, by Type of Product.’’ The categories in this table 
of aggregates are very broad but the continuity of the series rec- 
ommends it for exploration in trend analysis. 

Before leaving facts and figures in consumer spending, I want 
to mention some scholarly studies still forthcoming from the BLS 
1950 Study of Consumer Expenditures. Under the aegis of the 
Wharton School of Finance (financed by the Ford Foundation) there 
are in preparation analytical reports on such topics as the relation 
of suburbanization, consumer credit, saving, and assets to con- 
sumption patterns; demand relationships for food, clothing, hous- 
ing, automobiles and other consumer durables; and consumption of 
three population groups—white collar workers, Negroes, and the 
aged. These studies should contribute to understanding of the 
factors that influence consumer spending and may provide a sta- 
tistical base for modifying estimates. 

A different line of research on the consumer sector which may 
prove helpful for short-term forecasting is an attempt in progress 
to try to determine how much reliance can be placed on consumer 
plans and expectations. For about 12 years the Survey Research 
Center at the University of Michigan has conducted for the Federal 
Reserve Board a small survey covering (1) consumer units’ plans 
to purchase houses, autos, and certain major household appliances, 
as well as (2) their opinions on how well off they will be next year 
and how they think the economy will be faring. There has been 
much interest in this sort of research as a possible clue to near- 
term markets and economic strength. The Board of Governors 
has been experimenting through the facilities of the Bureau of the 
Census to see how such a study might be made in greater depth 
(that is, a larger sample percentagewise) and what the problems in 
conducting a larger study are. They are using three and six- 
months’ planning intervals rather than the year that has been char- 
acteristic of the Michigan studies, although auto-buying plans for a 
year ahead will be asked. They do not expect to publicize findings 
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unless and until they are convinced of the validity of the Survey 
results. The first full-scale survey will be made in January. Con- 
tacts will be made with one-half of the Current Population Sample 
or 17,000 households. 

Regarding sales and production data as indicators of industry- 
wide market size, new developments in the 1958 Census of Manu- 
factures and Census of Retail Business are of interest to this 
group. From these censuses, for many product groups total mar- 
ket size and the firm’s share of the market may be derived. Jf 
examination of the data on retail trade collected in the Business 
Census indicates it will be practicable, information on shopping 
centers will be published. Also for those with interest in North- 
eastern business, data will be published for the first time for New 
England towns and for New Jersey and Pennsylvania townships. 

New items in the 1958 Census of Manufactures include distri- 
bution of manufacturers’ sales by class of customer and some op- 
erating and balance sheet data~—expenditures for research and 
development, maintenance and repair costs, supplements to wages 
and salaries, value of fixed assets, depreciation, property tax, 
rent and insurance. Of particular interest to our immediate topic 
—market measurement—will be the distribution patterns revealed 
by the data on manufacturers’ sales by class of customer for some 
400 product groups (approximating product groups to the four digit 
level in the Standard Industrial Classification Code). Last infor- 
mation of this kind was collected in 1939. The Office of Distribu- 
tion is currently making a study of available information on mar- 
keting channels in the interim and will publish the results next 
year if significant. 

Sales and shipments data for broader product classifications 
are given in the Annual Survey of Manufactures, and detailed data 
for selected products is published as often as monthly in the Facts 
for Industry series. Valuable production information for indus- 
tries in some detail for 11 classes of consumer durables is avail- 
able monthly from the Federal Reserve’s Production Index. 

Time will not permit detail regarding data from government 
sources on sales, shipments and production. If a reminder or 
check list will help, you can obtain a copy of our booklet, ‘‘Federal 
Government Activities and Services in Distribution Research’’ 
from the Government Printing Office or any Department of Com- 
merce field office. Even in this booklet you cannot get a complete 
run-down of available statistics about a particular product and in 
the end you will have to actually examine the most likely publica- 
tions to see if the detail is adequate for your purpose. As you 
know, there is also a limited amount of fine statistical data on 
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production, shipments and sales produced by private sources. As- 
sistance is available from the Office of Distribution in locating and 
using these data for market analysis and forecasts. 

While the Bureau of the Census may be thought of as the chief 
source of many-purpose statistical data, in addition, under certain 
conditions and terms, it will also make special studies and tabu- 
lations for private business. This work is done ona cost basis. 
A detailed statement on the policy governing special work and 
services is given in the introductory portions of the catalogs of 
United States Census Publications. 

Firms marketing industrial goods and products for commercial 
and institutional use also need data for market measurement and 
forecasting. Censuses of Mineral Industries, Manufactures, and 
Agriculture, Annual Survey of Manufactures, Census of Business 
covering wholesale operations, and Bureau of Mines and Bureau of 
Fish and Wildlife reports are major sources of quantitative data 
on sales and number and location of potential customers. Federal 
Reserve’s Production Index contributes to market trend analysis 
and furnishes more recent information on broad categories (for 
example farm machinery and plastics materials). 

As a guide to market measurement for such purposes as de- 
termination of sales potentials and quotas, the Bureau of the Cen- 
sus and the Bureau of Old Age and Survivors Insurance have made 
available County Business Patterns which shows State and county 
location of 3.1 million business establishments with data on em- 
ployment and wages. While County Business Patterns belongs on 
the bookshelf of every market research head for distribution of 
industrial and commercial products, it may also be used in con- 
nection with consumer markets. An Office of Distribution publi- 
cation, Market Analysis Tools: County Business Patterns, will aid 
the marketing man in making the most of these small area sta- 
tistics. 

Firms marketing building materials and heavy equipment can 
have a preview of expected outlays for new plants and equipment 
in the findings of regular surveys of intended capital expenditures 
conducted by the Securities and Exchange Commission and De- 
partment of Commerce jointly. These surveys have stood the test 
of time and reports on their reliability are available. 

Money markets are also of interest to firms marketing indus- 
trial and commercial goods because sales must often be financed, 
or the buyer must arrange for other loan or equity capital. In- 
dustrial buyers with typically heavy inventory and plant invest- 
ment are particularly sensitive to the money market. Such infor- 
mation is released by the Board of Governors of the Federal 
Reserve System and 12 Federal Reserve Banks. 
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Also, the industrial market is highly sensitive to price changes. 
Consequently on both the buying and the selling side, price trends 
affect short-run sales estimates. Wholesale price indexes are 
made available by the Bureau of Labor Statistics for commodity 
groups, sub-groups, product classes and individual items. A rel- 
atively recent addition is an index for groups and subgroups, by 
stage of processing. The Department of Agriculture publishes 
prices of crops and livestock. 

With these brief and incomplete references to facts and figures 
for measurement of industrial and commercial markets, I pass on 
to the other two consuming sectors~—governments and the rest of 
the world. In this area I shall merely make mention of the daily 
publication Synopsis of U. S. Government Proposed Procurement, 
Sales and Contract Awards available from Department of Com- 
merce field offices, the Budget of the United States Government 
available from the Government Printing Office, and such Bureau of 
the Census releases as Finances of City Governments and Finances 
of State Governments which report expenditures by object, and the 
1957 Census of Governments (taken in 1957 for the first time in 
pursuance of an Act of Congress, 1950). 

Measurement of foreign trade size is available in monthly re- 
ports on trade by commodity and by country of origin and in stud- 
ies of the Bureau of Foreign Commerce and Office of Business 
Economics. 

While short-term sales forecasting is based chiefly onthe most 
recent sales and consumption data available, including the firm’s 
own sales records, with appropriate adjustments, in long-term 
forecasting substantially more emphasis must be placed on exog- 
eneous factors. Estimating and evaluating these factors is usually 
a time-consuming, scientific task, a major part of which is a pro- 
jection of overall economic and population growth. Census pro- 
jections of population growth have been mentioned earlier. A Fed- 
eral government estimate of economic growth to 1965 was prepared 
a few years ago by the Joint Economic Committee, and this pro- 
jection has performed well to date. The potential trend of the 
Gross National Product rises at about three per cent a year and at 
1958 prices an increase of about $14 or $15 billion per year would 
be expected. Since this projection is based on average experience, 
it does not take account of shorter-run variations such as the re- 
cent recession and should be used as a general guide to activity 
that may be expected over a longer period. 

While in practice sales forecasts for as long as even five years 
are rather rare, nevertheless the long-term outlook for the 
economy is important for general business planning, and the 
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quantification provided by these projections is extremely helpful. 
Comparison with non-government estimates is also worthwhile. 

Researchers concerned with particular industries have also 
furnished valuable data on the probable future. For example, 
timber requirements have been projected to the year 2000; do- 
mestic utilization of farm products has been projected to 1975; 
supply estimates for pulp, paper and board have been made to 1959 
and demand projections to 1965; construction requirements for 
water and sewerage works were estimated to 1964; materials re- 
quired for the 1957-69 highway program have been estimated. 

Because of these and other long-term forecasts, the market 
research administrator need not start from scratch if he wishes to 
look forward a decade or two. He can fit the projections of his 
company’s past performance, modified by improvements planned, 
into an industry or Gross National Product framework. If he feels 
inclined to make an independent industry or GNP estimate, he will 
at any rate have the benefit of the research and opinions of other 
specialists. At least a crude long-term sales forecast must pre- 
cede expansion of physical facilities, selection of new locations, 
and long-term financing. 

Decisions on general policy matters and on operating problems 
also may be made easier by use of Government research and sta- 
tistics. Marketing firms universally have to make decisions in 
connection with such functions as purchasing, pricing, advertising, 
determination of sales areas and quotas, labor management, budg- 
eting, financing, credit extension and performance evaluation. 
Some must locate new plants or stores, must select areas for con- 
centration of sales effort, or must appraise their distribution 
channels. Also firms must make decisions necessary to solve 
operational problems—receiving, checking, marking, check-outs, 
store layout, quality control, sales control, etc. 

To aid in some of these functions, management can utilize data 
already discussed as important for market measurement; exam- 
ples would be determination of sales areas and quotas, location 
decisions, company performance evaluation, and market survey 
design. 

In addition, the government offers a limited amount of experi- 
ence data, surveys of practices, status reporting, operations re- 
search and economic analysis that will aid in policy decisions and 
general management, 

Without going into detail I simply want to call your attention to 
certain of these reservoirs of information. For advertising and 
product decisions we have some consumer preference studies in 
the food and fiber field conducted by the Agricultural Marketing 
Service, U. S. Department of Agriculture, 
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For the purchasing function we have such resources as the BLS 
price indexes, USDA and Fish and Wildlife’s supply information, 
and the Department of Commerce sales, inventories, and new or- 
ders reports. Also facts on grades, standards and simplified 
practice recommendations are available from the Office of Tech- 
nical Services in Commerce, the Agricultural Marketing Service, 
and the Food and Drug Administration; size measurement stand- 
ards emanate chiefly from the Office of Technical Services and the 
National Bureau of Standards. 

Pricing strategy may depend partially on BLS and USDA price 
reports, various inventory and supply reports, and releases of the 
Joint Committee on the Economic Reports, the Department of 
Commerce and the Federal Reserve on business conditions. 

Selected average operating and balance sheet data may be ob- 
tained from Internal Revenue Service and FTC-SEC reports— 
valuable for comparison. 

For labor management decisions marketing firms can derive 
much from statistics and research studies of the Department of 
Labor in such areas as wages and hours, fringe benefits, collec- 
tive bargaining, occupational outlook and employment. 

Financing decisions are facilitated by familiarity with the Se- 
curities and Exchange Commission’s reports on flotation of cor- 
porate securites, the Federal Reserve Board’s money market and 
commercial credit releases, and the Office of Business Economics 
analyses of business financing. 

This wealth of facts and figures which I was requested to dis- 
cuss today did not spring into existence full blown. The collection 
of statistics in the United States antedated the Constitution, and the 
modern statistical form was developed before the Civil War. The 
need for such information for governmental policy guidance to- 
gether with private user cooperation have brought us to our pres- 
ent stage of development through a long process of careful study, 
planning and development—a process which is still in progress. 
Continuing improvements may be expected. 

The responsibility of the Federal Government in this connec- 
tion was recently referred to by Dr. Raymond J, Saulnier, Chair- 
man of the Council of Economic Advisers, as follows: 


As part of its responsibility to maintain a stable 
economy the Government is seeking to improve its sta- 
tistical services. Funds have been made available on the 
Council’s recommendation for additional statistical in- 
formation that is aiding businessmen in making valid and 
timely decisions, 
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The Office of Distribution has contributed to this objective in 
the past few years chiefly by the dissemination of marketing in- 
formation and know-how and we take some pride in our accom- 
plishments along this line. To this group perhaps I need not men- 
tion the Distribution Data Guide, a monthly publication of our office 
listing and annotating current literature of significance to those 
engaged in distribution. 

With our increased emphasis on research and business anal- 
ysis, our office expects to complete in 1959 a new edition of Selling 
the U. S. Market, a study of applications of financial ratios entitled 
Guides for Business Analysis and Profit Evaluation; an area study, 
The Alaskan Market—Scope, Characteristics and Outlook; an anal- 
ysis of Channels of Distribution for Selected Commodities; and 
possibly other studies which may result in publications. 

Referring to the main inquiry of this session—‘‘Government’s 
Role in Marketing—Help or Hindrance?’’ the development by Gov- 
ernment of factual data relating to business operations could be a 
hindrance. If this service is a help to business, it is through the 
use of such data in decision-making. How much help would seem 
to depend upon how much it is used. 

And so I close by calling upon you to not only make greater use 
of this national asset of market information in your own day-to- 
day activities, but also to assist us in encouraging its use by 
others not now aware of its existence or applications. Many of you 
are ina particularly good position to do this. 

If each of us will but utilize more fully all of the tools of sci- 
entific marketing, whether created by government or private 
sources, it will help significantly in assuring the full realization of 
our industrial potential as a means toward a better life and great-- 
er national security. 


36. “HOW TO INCREASE THE USEFULNESS OF 
GOVERNMENT MARKETING INFORMATION” 


Charles W. Smith* 


HEN we criticize existing government marketing information, 

we must recognize that the production of such information has 
always been essentially a by-product operation. The Census of 
Population, for example, is basic to our form of government, be- 
cause it provides the data used to determine the apportionment of 
Congressional Representatives. The first Census of Business was 
taken only in 1929, and there has never been complete agreement 
in Congress on its objectives or scope. Nearly every time that 
legislation has been introduced relating to the Census of Business 
some controversy has been involved in its passage. 

In part, at least, this situation reflects the fact that business 
men do not uniformly agree on the proper role of government in 
collecting business statistics. Many business men think it is mor- 
ally wrong to ask the government for any kind of help. Other bus- 
iness men fear that information collected by the government to 
help them may be put to other uses, such as providing a basis for 
greater government control over business, or lending support to 
those whose views are basically unsympathetic to the entrepreneu- 
rial concept of the objectives of our society. 

Different segments of the business community are also in basic 
disagreement regarding the potential usefulness of government 
marketing information. While there are a number of companies 
that know how to make good use of such information, many other 
enterprises make little or no use of such information. Smaller 
businesses have tended to regard as onerous the reporting tasks 
involved in the collection of marketing information by the govern- 
ment. They not only object to paying the extra clerical costs that 
are involved; they also resent any intrusion of their privacy as 
“‘free’’ citizens. This factor has made it essential that the Bureau 
of the Census respect rigidly the provisions in the enabling leg- 
islation governing Census operations that are designed to prevent 
any disclosure of individual returns. 


*Charles W. Smith, Senior Consultant, McKinsey and Company, Inc 
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At the other extreme, however, one segment of the business 
community believes that no company can hope to achieve full mar- 
keting efficiency without access to marketing information of the 
type that can only be collected by Federal government agencies. 
These executives have found that they can operate their business- 
es more profitably when they project their future plans in terms of 
trends reflected in population, housing, sales volume, inventories, 
prices, and numerous other kinds of data made available by Fed- 
eral government agencies. Such executives have discovered that it 
is sound practice to analyze and interpret basic economic infor- 
mation for themselves, and in so doing they have begun to realize 
the serious inadequacies of much of the information on which they 
have had to base so many past decisions. This increasing sophis- 
tication of certain users of government marketing information is 
bringing about a growing demand for better data. 

From the discussion to this point, it should be clear that any- 
one who presumes to speak for business in general in suggesting 
improvements in marketing information must preface his remarks 
with a frank statement that only a small minority of business ex- 
ecutives are as yet very much concerned about the problems in- 
volved in getting better marketing information. Many business 
executives simply do not recognize that they are using government 
information to any significant extent, and many other business ex- 
ecutives are concerned only about improving information of direct 
and special benefit to their particular industries. 

There is, however, a group of executives concerned about the 
broader statistical bases for business decision-making. Many of 
these men have received formal training in graduate schools of 
business administration where they learned to apply government 
marketing information to the solution of business problems, Other 
men in industry have been exposed to the thinking of management 
consulting and marketing research advisors who make extensive 
use of government supplied information. The point of view of this 
group of business executives is essentially the one that will be ex- 
pressed in this discussion, For these men believe, as I do, that 
better government marketing information is essential to better 
planning and control of marketing activities by individual business 
enterprises. 

My position with regard to the role of government in the col- 
lection and dissemination of marketing information is perhaps best 
explained in terms of the premises on which my suggestions for 
improvement are based: 


First, the Federal government should collect and re- 
port whatever basic, benchmark data are useful in 
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planning and controlling marketing operations whenever 
businessmen cannot obtain such data through their own 
efforts, either individually or collectively. 

Second, any costs involved in developing such basic, 
benchmark data will be more than offset by the improve- 
ments such information will make it possible for indi- 
vidual businesses to achieve through better planning and 
control of marketing operations. 

Third, business men should help to shape the market- 
ing information programs of the Federal government by 
making known in an organized way the kinds of informa- 
tion that they will find most useful. 

Fourth, there is a large area of common ground on 
which business men can stand with other responsible 
segments of the economy (notably, labor and agriculture) 
in advocating to the Congress specific measures for im- 
proving both the quality and the quantity of basic bench- 
mark data needed for marketing planning and control. 


Now, let us turn to the second question that was asked at the 
beginning—who knows? 

Experience in management consulting suggests that no problem 
is ever defined or solved until you cantalk with the individuals who 
know both what is wrong and what should be done to improve a sit- 
uation. In some instances, these individuals will not be directly 
benefitted by solution of the problem, but will merely have an in- 
terest in helping a friend improve his situation. The deficiencies 
of present government marketing information seem to stem from 
the fact that so few people know what is needed, or what can be 
done to meet the needs for better marketing information, 

In contacts with government officials over the years, they were 
found to be consistently eager to be of help to businessmen. Their 
integrity and devotion to their jobs are impressive. These men 
want to learn the real needs of business, and they move quickly to 
meet such needs once they have both the funds and the understand- 
ing required to solve the problems that may be involved. But the 
fact is that the statistical agencies of the government have had to 
make bricks without straw for years because they have not been 
given the funds to do the job the way they know it should be done, 

When we criticize government marketing information, how 
many of us realize that expenditures for Federal statistical pro- 
grams of all types amount to less than one cent out of every hun- 
dred dollars of Gross National Product. The total amount is well 
under $50 million; and of this, only a relatively small part is spent 
for marketing statistics. Less than one-half of one per cent of the 
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amount that is being spent for basic technological research is 
being spent for marketing statistics; despite the fact that more 
than 50 per cent of total employment in this country is in distri- 
bution and service occupations. 

The policy of restricting appropriations for statistical pro- 
grams in a period of inflation has effectively prevented the agen- 
cies from devoting any serious thought to the fundamental prob- 
lems involved in improving their output. As a matter of fact, the 
statistical agencies have been hard-pressed even to maintain the 
quality of existing benchmark series with the funds that have been 
made available to them. 

In view of the fact that over 90 per cent of the costs incurred in 
any statistical program are spent for collection and processing, 
little saving can be effected by not making the results available in 
published form. But when available funds for aprogram are spent, 
this is the inevitable result. One practical step to increase the 
usefulness of existing government marketing information would be 
to earmark funds to insure publication. Another step would be to 
provide separate appropriations to cover any costs involved in 
preparing special tabulations for which the government receives 
payment from the purchaser. At present the cost of such tabula- 
tions is charged against the regular budget of the agency. 

Over the long-term, however, the amount that the nation is 
spending for Federal statistical programs must be substantially 
increased if the kind of information which is really needed will 
ever be produced. Before any expansion of present programs is 
undertaken, however, a careful study should be made to determine 
three things: 


1. The real marketing information needs of business. 

2. The kinds of information that can only be obtained by 
Federal government agencies. 

3. The cost-value ratios for each type of information. 


Nobody knows right now what kinds of marketing information the 
Federal government should be making available, because no one 
has ever studied the problem in sufficient depth to establish the 
guidelines for a sound marketing information program. 

As a matter of fact, one of the principal difficulties business 
executives have in using government marketing information is 
simply to find out whether a particular kind of information is 
available, and if so, where to get it quickly. This applies partic- 
ularly to the mass of unpublished data which every Federal agency 
is willing to make available upon special request. One practical 
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step that could be taken to increase the usefulness of existing in- 
formation would be to develop a common reference guide for all 
Federal government agencies, like the Reader’s Periodical Guide 
in the publications field. 

The American Marketing Association survey which was re- 
ferred to earlier disclosed the need for improvements in Census 
information. The results of this survey—published in the April 
1954 issue of the Journal of Marketing under the title, ‘‘An Ap- 
praisal of Census Programs for Marketing Uses’’—pointed the 
general directions that any efforts toward improvement should 
take. These suggestions were concerned with the scope of cover- 
age, the timing of releases, and the methods of collection. 

As a cross-check—and to secure more specific suggestions for 
improvement than were contained in that report~—I sent a letter 
last month to all business members of the Federal Statistics 
Users’ Conference asking them to send me any specific sugges- 
tions they had for improving the marketing information provided 
by the Federal government. The replies I received agreed on only 
One point, namely, ‘‘that government marketing information needs 
to be improved.’’ Here let me quote from the letters to indicate 
the general tenor of the criticisms: 


The times that we have used government marketing data 
and have found difficulty in using it, it has seemed that 
the trouble is largely oriented to the use that we have in 
mind rather than to any correctable deficiencies in the 
data themselves. (A paper manufacturer) 


Since I sit at the receiving end of all sorts of requests 
that come to us for statistical information—many of 
them from people and companies who should be aware of 
the government’s activities~I feel very strongly that the 
government should more effectively communicate to end- 
users what is available. (A business publication) 


It would be extremely valuable to provide more detailed, 
more comprehensive, and more accurate measures of the 
changing flow, and accumulations of inventories atvarious 
stages from producer through ultimate distributor, of 
commodities by kind or class (not too broadly defined). 
[To do this it would be necessary to develop a uniform and 
consistent product classification for reporting sales and 
inventories at all three levels: manufacturing, whole- 
saling and retailing. 
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The Census Bureau should publish a composite of their 
material by states in a state volume, as well as their 
present method of publishing each Census separately in 
one volume for the entire United States. Each state vol- 
ume would provide a handy reference as to the kinds of 
information available for each state. (A petroleum re- 
finer) 


The day is a long way off, but if we all keep pushing for 
consistency in government statistics, we may live long 
enough to see it. (A trade publication) 


Many of the estimating procedures are based on very 
old and very meager experimental research projects. 
The figures as presented in official government reports 
tend to look pretty solid, and many users accept them 
without any evaluation of the quality of the data. With a 
considerable amount of digging, it is possible to get in- 
formation regarding the base for a particular set of es- 
timates, but this information is not readily made avail- 
able. (A consumer publication) 


Most of the replies received contained suggestions for im- 
provements that would be of help to the individual company or its 
industry. The comments that I have cited, however, all referred 
to basic, benchmark data used by many companies in widely dif- 
ferent fields. While only a small sample of user opinion, these 
replies definitely support the view that a comprehensive study 
should be made to determine user needs. 


Major Information Gaps 


The kinds of major improvements that are needed are sug- 
gested by three basic weaknesses in presently available govern- 
ment marketing information, 


First, the information now available on the nation’s 
distribution system does not provide a clear picture of 
the movement of goods and services from primary sourc- 
es to end users. Distribution data are published by many 
agencies, but no attempt has ever been made to relate 
figures from the Census of Manufactures, the Census of 
Wholesaling, and the Census of Retailing in such a way 
that users may see the structure of our national distri- 
bution system. 
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The collection and publication of distribution data 
seem to be governed solely by the method of collection. 
Thus, the burden of interpretation is placed entirely on 
users, who lack access to sufficient supporting detailed 
information to develop an integrated whole from the many 
parts. As the problems of distribution structure become 
increasingly important to the achievement of optimum 
marketing efficiency, it is going to be more and more 
important to know the trends in the development of our 
national distribution system. For example, are whole- 
salers increasing their share of total volume? How much 
floor space is being devoted to retailing by each kind of 
business, and where is it located with respect to where 
people live? Are manufacturers using more or fewer 
sales representatives? What is the cost of distribution 
for each major kind of business, and is this cost tending 
to increase or decrease? The information to answer such 
questions is not now available from government informa- 
tion sources, but it should be in my opinion. 

Second, no information on merchandise line sales by 
kind of business is now provided by either the Census of 
Wholesaling or the Census of Retailing in the detail re- 
quired to plan and control marketing operations effec- 
tively. 

Such data were collected in the 1939 and 1948 Censuses 
of Retailing, but the effort was abandoned in the 1953 Cen- 
sus because of the lack of funds for the job. While there 
are many technical difficulties involved in measuring 
merchandise line sales, the increasing diversification of 
product lines at every level in our distribution system is 
making it ever more important to know precisely where 
major commodities are being sold in any significant vol- 
ume. In the absence of such information, it is difficult 
for a manufacturer to establish sound policies to govern 
the allocation of his promotion and advertising expendi- 
tures. Some areas have far too many outlets carrying 
the same kinds of products; others have too few. In 
either case, the result is inefficient distribution. 

Third, there is a growing need for more precise geo- 
graphical information than is now provided by city and 
county data. Were it possible for the Bureau of the Cen- 
sus to publish complete detailed information for every 
kind of business by city or by county, individual users 
could re-work the data to obtain whatever summary 
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figures they need to develop market potentials, or deter- 
mine existing dealer structures. The information that 
can be released at the city and county level under present 
disclosure rules is so spotty, however, that analysts find 
it extremely difficult to use it to plan and control mar- 
keting operations. 

What is needed is some system for reporting more 
complete detailed data by small trading areas that have 
real commercial significance. Federal agencies are 
naturally reluctant to adopt any one system for fear of 
possible conflict among business groups advocating two 
or more systems designed to serve basically different 
purposes. The food industry, for example, has quite dif- 
ferent information needs than the steel industry. It should 
be possible, however, to reach general agreement on some 
common reporting base that would resolve this problem 
constructively. 

Two or three years ago, the Marketing Research 
Committee of the Office Equipment Manufacturers Insti- 
tute worked out an approach to this problem and even de- 
veloped a map on which were outlined specific areas to 
serve as a reporting base for Federal statistics. When 
this proposal was submitted to a review committee of the 
American Marketing Association, the committee decided 
that further study of the problem would be needed before 
full agreement could be reached. Funds were not avail- 
able to finance the additional work, so the project was 
carried no further, The Bureau of the Budget might well 
pick up this project and see that it is carried to com- 
pletion, perhaps with the assistance of the American 
Marketing Association. I should be glad, for one, to par- 
ticipate in organizing and conducting such an effort. 


Now, to conclude with the third question-who is responsible? 
If government marketing information is ever to become more use- 
ful, who will take action to achieve this objective? 

Certainly Federal government agencies alone cannot bring 
about such improvements for two important reasons: 


1. No agency can ever know all of the marketing uses of 
its data. 

2. Federal agencies are severely restricted by law in 
what they can do to obtain support for legislation re- 
quired to bring about needed improvements. 
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If government marketing information is ever going to be im- 
proved, it will be up to the business executives whose needs are 
not being met to bring these needs clearly to the attention of the 
Federal government. This involves direct contact both with the 
Federal agencies that produce such information, and with the 
members of Congress who must pass the enabling legislation and 
vote the necessary funds. Essentially, this is the job that has been 
undertaken by the Federal Statistics Users’ Conference. 

In closing, therefore, every business executive who is inter- 
ested in improving government marketing information is urged to 
do two things: 


1. Find out what marketing information your industry 
needs that can only be supplied by the Federal govern- 
ment. 

Get your company signed up as a member of the Fed- 
eral Statistics Users’ Conference so that you can join 
with others in the efforts that this organization is 
making to bring about needed over-all improvements 
in present Federal statistical programs. 


to 


B. Current Trends in Publie Policy 
Toward Business 


(Joint session with the American 
Economics Association) 


37. “THE PRESENT LEGAL ENVIRONMENT 
OF GROWTH THROUGH MERGER” 


Paul W. Cook, Jr.* 


¥ its only merger decision following the amendment of Section 
7 of the Clayton Act, the Supreme Court applied a strict 
quantitative substantiality rule to a vertical relationship in an al- 
most casually defined market. In Pillsbury Mills,’ the Federal 
Trade Commission accepted structural tests with little more as 
making out a case in horizontal mergers. Since those initial 
opinions, there has been a general retreat from structural tests, 
especially in horizontal merger cases. The case which has pro- 
gressed farther than any other in the courts is the American Crys- 
tal Sugary* case. In that case, the Circuit Court stated that the rule 
is not quantitative, but qualitative substantiality; that is, the effect 
on the methods and character and intensity of competition will be 
controlling, and not the absolute size of the merging companies or 
their percentage of total sales in the relevant market. 

Federal Trade Commission opinions are consistent with the 
American Crystal Sugar dicta, even where market shares are sub- 
stantially greater than appeared in that case. The most notable 
recent opinion confirming this interpretation is Brillo.* That 
opinion states that the proscribed effect must be found, not only in 
quantitative shares, but in ‘‘all facts of record pertaining to the 
relevant market,’’ including the ‘‘general competitive situation.’’ 

The most pertinent questions at this time are therefore as 
follows: Do these decisions mean that the record in Section 7 


*Paul W. Cook, Jr., Assistant Professor of Business Administration, Grad- 
uate School of Business Administration, Harvard University. 
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302 


GROWTH THROUGH MERGER 303 


cases will be thrown open to endless inquiry? If not, what limita- 
tions will be imposed and what standards applied? Will the test be 
strict or easy? 

To answer these questions, I will examine the current status of 
the major building blocks of a Section 7 case. These blocks are 
the determination of a line of commerce, a section of the country, 
and of the existence or nonexistence of a reasonable probability 
that competition will be lessened, 


LINE OF COMMERCE 
A. What Seems Reasonably Clear at This Time. 


As a beginning, it will be simply asserted that the criteria for 
defining markets outlined in the du Pont-GM* case have not been 
and will not be blindly applied to horizontal merger situations. It 
will be recalled that the question of standards for market defini- 
tion was dealt with in that case as follows: 


The record shows that automobile finishes and fabrics 
have sufficient peculiar characteristics and uses to con- 
stitute them products sufficiently distinct from all other 
finishes and fabrics. 


What appears most likely is that the du Pont-GM criteria will 
be accepted for prima facie purposes in both horizontal and verti- 
cal mergers, and that a party disadvantaged by this definition may 
properly take upon itself the burden of proving that such a defini- 
tion of a line of commerce seriously misrepresents competitive 
realities. 

It has nowhere been suggested that the criteria in du Pont-GM 
should be universal. Those whose attitude toward mergers is 
strict must shudder at the thought of its leading to a dismissal of, 
for example, the can-glass mergers on narrow and legalistic 
grounds, such as a finding that the merging companies sell in sep- 
arate lines of commerce under the du Pont-GM rule. Another 
major concern is that the standard ignores the cross-elasticity or 
supply, which it does presumably because this factor was not 
raised in that case. The competitive consequences that stem from 
products being related in production are at least as important as 
those arising from relationships in use. If percentages and con- 
centration data are to be important, such relationships should not 
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be ignored. Here again the specter of narrow and legalistic en- 
forcement can be raised, simply by pointing out that kitchen sinks 
and bathroom fixtures each have peculiar characteristics anduses. 

The procedure of awarding the case on lines of commerce to 
the sidé which meets the du Pont-GM criteria was appropriately 
followed in Crown-Zellerbach.” There, the respondent asserted 
that the paper-making process was such that many types of paper 
could be made interchangeably in the same plant and on the same 
machines. They argued quite properly that, if this was true, 
shares of shipments in the individual products could be seriously 
misleading as indicia of competitive strength or importance. How- 
ever, the opinion of the Commission clearly left the burden of 
proving this on them, and ruled that the facts they had offered were 
not sufficient to show that the technical flexibility of the process 
would in fact result in competitive pressure being transmitted 
quickly from one product to another. 

A similar approach was followed in the Brillo opinion; in that 
case the Commission held that a conclusion that consumer and in- 
dustrial steel wool were lines of commerce for prima facie pur- 
poses would not jeopardize respondents’ right to rebut, and even to 
show that the relevant lines of commerce included some other 
abrasive materials. However, this opinion also makes it clear 
that counsel supporting a complaint have a considerable burden of 
proof on this point; showing the simple fact that steel wool was 
the product the two companies were selling would not be accepted 
as meeting the du Pont-GM test. This opinion also suggests that, 
even if the substitute materials are not incorporated into the mar- 
ket definition, their effect may be taken into account in determin- 
ing the effect on competition. The opinion states that ‘’. . .in- 
formed determinations as to actual or probable competitive effects 
can only be based on an analysis of all facts of record pertaining 
to the relevant market.’’ Among such facts are those pertaining to 
the ‘‘general competitive situation.’’ I think the proper interpre- 
tation of this opinion is that it is important to have competition in 
each and every product and Section 7 will be used to preserve this; 
however, other factors, possibly including substitute products, may 
result in a ‘‘general competitive situation’’ such that competition 
in steel wool will not be lessened. 

Opinions such as these may make enforcement more difficult, 
but there seems to be agreement that rigid rules on market 
definition would provide a two-edged sword that would cut the 
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enforcement agencies as often and as deeply as it would merging 
companies. Irston Barnes of (though not speaking for) the Fed- 
eral Trade Commission argues this as strongly as counsel for any 
respondent.® This does not imply that agencies can simply assert 
the lines of commerce relevant to a case at their convenience, but 
only that no possibility is arbitrarily and automatically foreclosed 
either to defendants or to the agencies. However, simply by es- 
tablishing the requirements of a prima facie case and assigning 
the burden of proof, much has been done to simplify cases. Sim- 
ilarly, the inclination of the tribunals to require a high standard of 
proof that a line of commerce meeting the du Pont-GM test is not 
appropriate should eventually do a great deal to thin out records. 
There is clearly little room left here for opinion evidence unsup- 
ported by facts and figures clearly confirming an alleged compet- 
itive relationship. 

It might be added that the rejection of market-share tests will 
play an increasingly important part in simplifying the inquiry inte 
the relevant line of commerce. In cases where it has been feared 
that such a test would be applied, counsel for merging companies 
are left with no alternative other than to attempt to force every 
competitive fact and relationship into a market definition which 
minimizes the quantitative effect of a merger. 

The awkwardness of handling competitive facts in this way is 
often practically inconceivable; as a single example, consider the 
case of buttweld pipe, a product which figured prominently in the 
Bethlehem- Youngstown case.” Buttweld pipe is a product which 
apparently has, first, a high long-run cross-elasticity of supply 
with respect to other steel products; second, a high cross-elastic- 
ity of demand in some uses with other types of steel pipe and in 
other uses with non-ferrous pipe, and third a geographical pattern 
of distribution different from other steel products and other pipe 
whose transportation cost, as a percentage of selling price, is dif- 
ferent. With such a combination of facts, there is simply no con- 
ceivable market definition that yields a percentage figure which 
has clear significance in itself, or which is in any understandable 
way comparable to percentage figures for easily defined products 
such as cigarettes. To try to compress facts such as these into a 
market definition which will provide the conclusive legal conclu- 
sion is an invitation to casuistry, nonsense, and worse. But the 
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simple percentage tests, often advocated as a device for simplify- 
ing proceedings and enforcement, provides no alternative either to 
an attorney who wished to present valid considerations on his 
client’s behalf, or to a court or commissioner who wished to take 
such considerations into account when faced with a strict rule. 

However, if there is confidence on all sides that percentages 
are not so controlling as to overwhelm considerations of the elas- 
ticity of demand and supply, it will be possible to marshall the 
pertinent facts in a much more rational and orderly way. It should 
be stressed that this requires confidence; the slightest hint of con- 
trolling percentages would once again make the line of commerce 
a hotly contested battleground, and one on which intelligent anal- 
ysis of the issues in dispute may be extremely difficult. 


B. What Is Not Clear on Lines of Commerce. 


The major area of uncertainty on lines of commerce relates to 
the point previously made. The question may be phrased as fol- 
lows: To what extent does the determination ofa line of commerce 
make irrelevant any inquiry into market relationships with other 
products than those comprehended in the lines of commerce? 
Furthermore, can counsel for either side, at their option, present 
facts pertaining to cross-elasticity of demand and supply (with 
respect to other products) on the issue of probable competitive ef- 
fects, or must all this inquiry be subsumed in the determination of 
the line of commerce? The cases have shown flexibility here, and 
I personally feel that flexibility is desirable, on the grounds that it 
makes possible the adoption of the most convenient analysis, 
rather than requiring all problems to be analyzed in a single 
framework of investigation. The tendency of opinions to refer to 
relatively little of the evidence that is introduced, and to insist on 
a clear and convincing showing regarding such competitive rela- 
tionships, should eventually provide an adequate safeguard against 
the unduly long records that might result if no bounds on relevancy 
were imposed, 

A second area of uncertainty concerns the so-called segmented 
markets. In some proceedings, an attempt has been made to treat 
a low-priced product as a separate line of commerce from a high- 
er priced, higher quality version of the same product. Similarly, 
it is possible that the FTC would attempt to have a product at 
wholesale declared a line of commerce, under the theory that 
competition in the sale of the product at wholesale is separate and 
distinct from competition in the sale of the same product in other 
channels or at other levels. While it is possible that competition 
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in such segments of a total market for a product is largely seg- 
regated from and independent of competition in other segments, it 
is not clear what sort of evidence can be relied upon to show the 
independence. For example, will it be simply assumed that sales 
to wholesalers are a separate segment, or that sales of parts for 
original equipment are a different line of commerce from sales of 
replacement parts? Or will the standard of proof of independence 
be raised? Issues seem certain to arise here, since in both Brillo 
and American Crystal Sugar, industrial and consumer channels 
were discussed as though they were completely separate markets. 
In Brillo, particularly, the effect on percentages is striking. 


SECTIONS OF THE COUNTRY 


With respect to sections of the country, unfortunately, nothing 
is clear. The major difficulty is that no one—economist, lawyer, 
court, or commission—has a very precise concept of what consti- 
tutes a geographic ‘‘area of effective competition’’ relevant to an 
inquiry into the effects of merging two companies, 

There are two very different approaches which tend to be fol- 
lowed. One is an attempt to determine an area in which competi- 
tion in the line of commerce is substantially different from or in- 
dependent of competition in the line of commerce in other areas, 
This is quite similar to the traditional concept of a market. The 
other approach is to work with the area in which the two compa- 
nies both sell, what might be called the area of competition be- 
tween them; this approach is typified by American Crystal Sugar, 
in which the geographical market was a ten-state area which was 
the part of the country in which both companies sold. (A smaller 
area was also referred to as a section of the country, although no 
indication was given as to why.) 

It is not feasible to provide an extended discussion of these two 
approaches here. However, a few things should be pointed out as 
being especially important. The first is that there are important 
differences in the two approaches and in the implications of the 
market definitions they yield, and it is not apparent that these dif- 
ferences are recognized. The American Crystal Sugar approach 
does not define a market in the usual sense. This is because buy- 
ers in an area so defined may have an elasticity of demand for the 
output of two merging companies which is high because of their 
ability easily to shift their business to suppliers located outside 
such an area. In simple terms, such an area may not be insulated 
from surrounding areas, and to the extent this is true the shares 
of sales in such an area do not reflect the choices available to 
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buyers. Indeed, a footnote to the opinion supports the inference 
that such is the case with sugar. The footnote relates how an in- 
crease in competition in the Midwest was credited with having 
driven a southern producer out of the area; presumably, therefore, 
some lessening of competition, or an equivalent price increase, 
would bring such a seller back. In a case where much was made 
of the difficulty of entry into production, the ease of geographical 
entry into the area was largely ignored. Of course, it is common- 
place that percentages mean very little if entry is very easy, and 
it is as erroneous to ignore conditions of entry into an area as it 
would be to ignore conditions of entry into production. 

Another problem arises in defining an area as it was done in 
this case. This is that an area so defined may encompass very 
dissimilar situations. For example, in the Bethlehem- Youngstown 
case, reference was often made in summary discussions of Beth- 
lehem having approximately 15 per cent of national steel-making 
capacity and Youngstown having approximately 5 per cent. Fur- 
thermore, both companies sold some steel throughout the country. 
But examination of the data since the war showed that no buyers of 
steel anywhere and no sellers of steel anywhere were or ever had 
been confronted with anything like a 15 per cent Bethlehem and a 5 
per cent Youngstown, This problem arises whenever Wisconsin 
milk turns up in Vermont, or small amounts of steel produced on 
the East Coast show up in Colorado, Ofcourse, this does not mean 
that Wisconsin and Vermont are parts of a single market for milk. 
It should not be forgotten that even a single plant can sell in two 
or more geographic markets, and these should be considered sep- 
arate if markets are to be defined with a view toward obtaining 
meaningful measures of the competitive importance of the plant to 
buyers and sellers. Indeed, I would recommend that this be the 
rule in market definition: that delineation is best which yields the 
best percentages. This would seem to be almost a tautology, but it 
is always surprising to see how often it is ignored. 

Averaging diverse situations implicitly assumes that a com- 
pany’s product is completely mobile inside such an area and com- 
pletely immobile outside it; of course, this is often not the case. 
It is a most conservative conclusion to say that percentages gen- 
erated from geographic markets defined by the simple rule of de- 
termining where both companies sell require a great deal of in- 
terpretation and analysis. 

The traditional approach is to try to delineate areas in which 
buyers are relatively homogeneous with respect to their range of 
choices of suppliers, and in which the range of choices is substan- 
tially different from that of buyers located elsewhere. Almost by 
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definition, such a market determination yields the best concentra- 
tion data and quantitative measures of a merger. However, this is 
often extremely difficult to do, because raw sales data themselves, 
even for all companies in an industry, often will not provide a 
clear basis for accepting one market definition as being preferable 
to alternatives. 

True relationships are often submerged in random variables; 
for example, a product may be completely mobile within a given 
area, but on a county-to-county or even state-to-state comparison 
show a wide variation in market coverage. Usually, however, 
these problems can be worked out so that it is not only possible to 
define a geographic market but to comprehend the limitations and 
weaknesses inherent in any such determination. 

However, the complexity of the problem from an analytical 
standpoint is not as bothersome as the uncertain value of the so- 
lution. How “‘relevant’’ is a market defined in this way to deter- 
mining the importance of keeping two specific companies as sep- 
arate entities? The answer is that it may have very uncertain 
relevance. As an illustration, it appears probable that the areas 
of effective competition in sugar, in the present sense, extend out 
from the entry ports for cane sugar and from the beet sugar re- 
fineries in the northern middle west and the west. The ten-state 
river area is probably a diffused and fluctuating border between 
the two. In any event, let us assume these facts, and that the most 
accurate and representative division into true areas of effective 
competition divides the ten-state area. 

We would now have areas of effective competition in large por- 
tions of which one or the other company involved in the American 
Crystal Sugar case did not sell. It is not necessary to belabor the 
point and enumerate all the difficulties of interpretation that are 
posed, particularly if percentages are to be controlling. It seems 
inescapable that many situations will arise in which it is impos- 
sible to determine a market that is both velevant to analyzing the 
effects of a merger and appropriate for the use of concentration 
data and other structural tests. 

Considerations such as the above have doubtless played an im- 
portant part in the rejection of market-share tests. If a share of 
sales has a highly variable meaning, it is not suitable for a fixed 
test. Here, as with the lines of commerce, the tendency is to find 
the solution to the problem of enforceability in requiring evidence 
that has an intrinsically high probative value with respect to an 
alleged relationship, rather than in arbitrary rules. The aban- 
donment of structural tests will make it easier for all parties to 
discover and explain ‘‘what is going on’’ than would be possible if 
it was truly necessary to define and prove a market. Indeed, I 
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fully expect that some unusually candid tribunal will someday state 
that he does not know whether or not a particular area is a mar- 
ket, according to concepts foreign to him, but that he knows full 
well that competition will be lessened therein, for good and suffi- 
cent reasons as set forth. 


THE PROBABILITY OF A LESSENING 
OF COMPETITION 


Once strictly structural tests are abandoned, the danger is that 
an endless inquiry into industry performance will develop. How- 
ever, the cases seem to indicate that a fair degree of control is 
possible. Once again, however, the rules on relevancy are not the 
device presently used to accomplish the end; rather, it is the pre- 
viously discussed insistence on evidence of high quality and clear 
meaning. Far more is going into the records and briefs than is 
emerging in the opinions, and it is what is emerging that will ulti- 
mately control the size of Section 7 proceedings. 

There are two factors which are at present of clear importance 
in horizontal merger cases. One of them is price behavior of the 
industry and the companies in question, and the other is the con- 
ditions of entry. 


A. Price Behavior 


It seems quite clear that the fact most damaging to the Ameri- 
can Crystal Sugar merger was that the two companies involved 
were considered to be price cutters in an industry in which the 
largest companies eschewed price competition. The fact that the 
companies were relatively small but of such importance to the re- 
maining price competition undoubtedly played a large part in the 
rejection of quantitative rules. This case shows that, to a consid- 
erable extent, it is the industry itself that is on trial, and not just 
the two merging companies. A major consequence of the sugar 
case will probably be that there will be little need for second cases 
in industries where one merger has already been disallowed, but 
that the first case in any given industry may be considerably larg- 
er in scope than might be hoped for. Furthermore, by showing a 
means of reaching relatively minor mergers, this case may pre- 
sent a temptation to the enforcement agencies to dilute excessively 
their limited resources in pursuing piddling mergers in minor 
industries. 

Perhaps the emphasis on price competition should be broad- 
ened to include all the aspects of competition with immediate bear- 
ing on the value given for the value received in a transaction, But 
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factors such as these seem far to overshadow such aspects of 
competitin as styling changes, advertising, research, long-range 
strategies, and the like. The competitive behavior that commands 
notice is short-run behavior in the market, where the behavior is 
not only rivalrous but in some clear and basically monetary way 
beneficial to the presently existing buyers. If this kind of compe- 
tition is threatened, there are no acceptable substitutes; if, on the 
other hand, there is ample price competition and an ample num- 
ber of price competitors, then relative size, advantages in re- 
search or advertising, and the like will usually seem to rest on 
too vague a basis to support a complaint. 


B. Conditions of Entry 


This factor is clearly closely related to concentration and 
trends in concentration. Easy and active entry in American Crys- 
tal Sugar was properly considered as a factor which might have 
overcome the concentrating effect of the merger. As yet, no 
agreement appears as to what constitutes ‘‘easy’’ or ‘‘frequent’’ 
entry and what constitutes ‘‘difficult’’ entry. However, changes in 
the total number of competitors and in concentration seem to be 
relied upon as the acid test on ease of entry. 

Since these concepts are objective, it is surprising how diffi- 
cult it seems to be to obtain reasonably good data. Concentration, 
in particular, may fall into disrepute through abuse. Tribunals are 
repeatedly asked to draw from data showing corporate disappear- 
ances alone the totally invalid inference that concentration is in- 
creasing. I would also like to see a ban on such sentences as 
“eighty per cent of the industry is concentrated in the hands of 
twenty-five companies who dominate the industry.’’ 

Entry and concentration tests are less than satisfactory in the 
case of products related in production. Clearly, if the only re- 
quirement for entry into a line of commerce is to change the set- 
ting on a dial or the scheduling of a multi-purpose plant, we have 
an extreme case of ease of entry into production. Furthermore, 
entry may be so easy that it seldom occurs, as those currently 
producing a product compete so intensively as to remove any in- 
centive to enter. So far, the cases in which this possibility has 
arisen have tried to encompass such relationships in the line of 
commerce definition. However, it seems likely that cases will 
arise where the most meaningful way to handle such problems is 
as a condition of entry factor, while recognizing that it is a dif- 
ferent type of entry being considered than is usually the case. 
Certainly, the abandonment of quantitative rules makes this al- 
ternative more feasible than before. (Compare, however, Union 
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Carbide Corporation’ the Hearing Examiner ruled that the addition 
of commercial additives to a common plastic made it have pecul- 
iar characteristics and uses and therefore be a separate line of 
commerce. This generated damaging percentages; what remains 
uncertain is the possibility of numerous others throwing the addi- 
tives into their basic mix. One wonders if stew without salt would 
be a line of commerce separate from stew with salt, especially if 
the particular salt shaker used is patented. However, this case 
involved a vertical acquisition, and refuge could be found in the du 
Pont-GM opinion, without any real thinking about exactly how it 
was that competition was to be injured.) 


Other Factors 


So far, the factors discussed in addition to market shares have 
been the degree of concentration, trends in concentration, price 
behavior, conditions of entry and number of competitors. It does 
not at present seem likely that there is anything that could over- 
come a reasonably accurate adverse showing on these factors. At 
present, there is a requirement that there be considerable expla- 
nation of these factors, in descriptive terms, but no particular 
description of competitive relationships seems to alter the out- 
come. 


The Bethlehem- Youngstown Decision 


All the preceding was written prior to the Bethlehem- Youngs- 
town opinion of November 20, 1958, and it has been changed in no 
respect since that date. That opinion provides an excellent op- 
portunity to summarize what has been said, since it confirms and 
indeed underlines many of the points. 

First, with respect to lines of commerce, the Bethlehem- 
Youngstown opinion affirms the du Pont-GM criterion as being ap- 
plicable to horizontal mergers. Cross-elasticity of supply is 
specifically rejected, even though much is made of conditions of 
entry as an appropriate criterion in evaluating the effects on com- 
petition, Mention is made of the flexibility of the production proc- 
ess more or less in an “ease of entry’’ context, but no weight is 
given to the showing of technological flexibility, absent a clear and 
convincing showing that this flexibility does result in a supplier of 
one product being a supplier of all.. It is not clear what the court 
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would have done had such a showing been made to his satisfaction. 
By and large, the issue is avoided in the opinion, which treats pri- 
marily the iron and steel industry as a whole, and it was conceded 
that entry at the total industry level was not easy. 

Second, with respect to section of the country, the Bethlehem- 
Youngstown opinion appears to recognize the distinction between 
economic markets and other geographical areas in which the ef- 
fect of a merger might be felt. The opinion rejects the necessity 
of proving a geographic market which accords with the concepts 
of economics. This rejection is coupled with a heavy reliance on 
structural tests, and the opinion does not discuss the question of 
the propriety of such tests when they are applied to areas that are 
not markets in an economic sense. Again, the opinion to a large 
extent avoids the issue by placing principal reliance on a conclu- 
sion that the nation as a whole is a single market for steel prod- 
ucts. This conclusion raises many issues ‘‘on the merits’’ which 
I do not wish to discuss here. However, the opinion does show that 
the question is still unanswered concerning what to do when an 
area believed to be relevant to a merger issue is clearly not ap- 
propriate for structural tests. 

Third, the Bethlehem- Youngstown opinion rests almost entirely 
on the factors mentioned in the text, in order to establish that 
competition may be lessened or a tendency to monopoly exists. 
Concentration, trends in concentration, the entry situation, and the 
pattern of pricing are the primary factors, and all other evidence 
seems to count for little. The only additional factor which re- 
ceived much attention was the merger history of the companies, 
and this was discussed in the context of its effect on concentration. 

Finally, I think that the opinion provides a very strict interpre- 
tation of Section 7. Apart from any questions concerning the mer- 
its of the case, it is quite clear that judicial interpretation of the 
law is that it involves strong presumptions against merger activity 
and imposes a very heavy, if undefined, burden upon merging com- 
panies. While the opinion avoids the issue of ‘‘quantitative’’ versus 
‘‘qualitative’’ substantiality, it seems quite clear that the test will 
be so strict that any such discussion is almost beside the point. 
As a Single illustration, the opinion states (p. 61) that the statu- 
tory phrase ‘‘ ‘Tend to create a monopoly’ clearly includes aggra- 
vation of an existing oligopoly situation.’’ The severity of this 
interpretation, particularly when heavy reliance is placed on 
structural tests, will be readily evident to anyone aware of the 
ubiquity of oligopoly in American industry. 
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38. “LAW AND ECONOMICS OF PRICE 
DISCRIMINATION — A REAPPRAISAL” 


Mark S. Massel* 


66H PRICE discrimination’ is a semanticist’s delight. The term 

is used by various professional groups with radical differ- 
ences in meaning. Discrimination is attacked vociferously because 
it carries immoral connotations and because it reflects concen- 
trated economic power. On the other hand, it is defended stoutly 
because it is a competitive practice and because it reflects free- 
dom of action. At any rate, it has attained substantial importance 
in modern markets and in government regulation of business. 
Therefore, the practice warrants careful analysis—by economists, 
marketing analysts, lawyers, businessmen, legislators, and gov- 
ernment officials. 

Several hurdles have obstructed the effective utilization of 
economic and marketing analysis in government regulation of 
price discrimination. There has been a lack of clarity about the 
economist’s role. Many economists have been engaged in unfruit- 
ful efforts to find a single generalization about the effects of dis- 
crimination. Some of these obstacles reflect the general diffi- 
culties of applying our antitrust policies. Others are peculiar to 
the regulation of price discrimination. 

The most important obstruction against fuller use of economic 
analysis affects both antitrust regulation and the control of price 
discrimination. Economic and marketing analysis is held back in 
both fields because of the failure to distinguish between the devel- 
opment of public policy and the administration of the laws. (Pub- 
lic policy, as used here, covers the formulation of policy through 
legislation and public commentary. The courts and the adminis- 
trative agencies participate importantly in the development of 
policy in the field of government regulation of business. However, 
that function is not treated here as an element in the formulation 
of public policy.) On the legislative policy level, economic anal- 
ysis should not be fettered by existing laws and regulations. Ob- 
viously, existing rules must be taken into account as operative 
elements in reviewing the present situation. But, the task of policy 


*Mark S. Massel, The Bookings Institution. 
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analysis for legislation and public commentary is to define public 
objectives, to appraise present regulations, and to suggest modi- 
fications. On the other hand, on the administrative level, the econ- 
omists, as well as the marketing experts must accept the present 
framework of regulation, if they are to render substantial assist- 
ance to the lawyer and the administrator in the trial and in the 
consideration of specific cases. 

The administration of laws against price discrimination has 
overemphasized legal form. At the same time, it has concentrated 
on another narrow interpretation of discrimination as an important 
practice, in itself. This focus has steered economic analysis on 
the administrative level into narrow and overly technical legal 
paths. Given our national antitrust policy, the focus of any eco- 
nomic analysis of discrimination must be on competition.’ This, 
after all, is the basic issue. In both public policy and administra- 
tion, discrimination is important only because it is a symptom of 
the strength of competition and a practice that affects competitive 
forces. However, there has been a marked tendency to emphasize 
issues of form for the sake of administrative and legal conveni- 
ence, without due consideration of competitive effects. 

Tied in with this preoccupation with form has been a tendency 
to avoid considering all of the pricing factors together and to split 
them up into smaller segments which can be administered more 
comfortably. This tendency has also reduced the need for eco- 
nomic analysis. Most regulations of discrimination either treat 
each of the price factors as separate and unrelated elements, or 
else ignore some factors entirely. Price comparisons are often 
employed with no reference to differences in the services provided 
by the seller and in other allowances made by him. Under the 
Robinson-Patman Act these elements of price and service are con- 
sidered, but they are isolated from each other. 

Finally, there has been a virtual neglect of economic and mar- 
keting analysis in formulating cures for discriminatory situations. 


1. Discrimination raises some interesting problems concerning monopoly 
pricing. Price differentials which correspond with cost differences may im- 
prove the allocation of resources under monopoly conditions. On the other hand, 
it may be that price discrimination which reflects differences in the elastic- 
ities of various types of demand may make a greater contribution to efficiency 
and to total production. Then, again, a combination of the two--cost and de- 
mand--in marginal analyses for each class of customers may provide optimum 
production. However, neither Congress nor the Federal Trade Commission has 
considered the regulation of price discrimination as a means of controlling the 
practices of monopoly. Rather, it is dedicated to avoiding monopoly. The pres- 
ent discussion is based on the acceptance of our present national policy in favor 
of competition. 
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Our enforcement agencies have been preoccupied with finding legal 
violations. Therefore, stripped of their legal verbiage, many 
orders amount to indefinite commands to cease discriminating. 
Few substantial guides are given for competitive behavior, Inade- 
quate attention is paid to market conditions which should be 
changed in order to stimulate competition. There are no subse- 
quent reviews of the effects of past orders and decrees in an ef- 
fort to provide guidance for future proceedings. 

Progress in solving the problems of discrimination is ham- 
pered by difficulties in communication between lawyers, econo- 
mists, and marketing specialists.2, The definition of price dis- 
crimination is bothersome.? Economists have employed the term 
for some time. More recently, legislators, lawyers, and courts 
have used it. Yet, there has been no general agreement on its def- 
inition and little appreciation of the fact that there are strategic 
differences in the definitions employed. 

In economic theory, price discrimination exists whenever dif- 
ferences in sellers’ costs are not accompanied by corresponding 
differences in prices.4 Thus, sellers discriminate when they 
charge each purchaser the same price for a product even though 
there are differences in the costs of selling to each. Similarly, 


sellers discriminate when they charge different prices to different 
customers if the price differentials do not correspond with cost 
differences. Sellers also discriminate if their prices for various 
products are not directly related to cost differences. 


2. ‘‘Lawyers frequently complain that they must exercise great care because 
the economist’s use of a particular word may be misleading from a legal stand- 
point. Words like ‘monopoly,’ ‘competition,’ ‘discrimination,’ etc., are given a 
meaning in economics which may sometimes differ considerably from the meaning 
in law, and vice versa. 

‘This confusion of terms has been an important barrier to the success- 
ful use of economic analysis in antitrust cases, and yet the solution seems 
fairly simple.’’ Edward F. Howrey, Chairman, Federal Trade Commission, 
‘“‘Coalescence of Legal and Economic Concepts of Competition,’’ Address be- 
fore The Section on Antitrust Law cf the New York State Bar Association, New 
York, January 26, 1955, pp. 3-4. 

3. A description of the types of discrimination in our economy is given by 
Fritz Machlup in The Political Economy of Monopoly, Johns Hopkins Press 
(1952), pp. 137-68. The present discussion applies to all of the types. See, 
also, Ralph Cassady, Jr., ‘‘Techniques and Purposes of Price Discrimination,’’ 
Journal of Marketing, Vol. XI (1946), pp. 135-43. 

4. For a discussion of the individual firm’s price discrimination in econ- 
omic theory, see E. W. Clemens, ‘‘Price Discrimination and the Multiple-Prod- 
uct Firm,’’ for an effort to move in this direction. Review of Economic Studies, 
Vols. 17-19, p. 1. The article, it should be noted, deals with the firm, not the 
market. See also, Chapters 15 and 16 of Joan Robinson, Economics of Imper- 
fect Competition,(Macmillan, 1936). 
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Yet, only one of these types of discrimination has been recog- 
nized in government regulation. In legal terms, price discrimina- 
tion takes place only when there is a price difference for items of 
the same quantity and quality. There is no legal violation if one 
price is charged to each customer, even if there are substantial 
differences in cost. Many laws forbid all price differences out- 
right. However, price differences do not violate such laws as the 
Robinson-Patman Act if they are justified by cost savings, if they 
do not lessen competition, or if they result from cutting a price to 
meet a competitor. 

Here, then, is the contrast: some economic price discrimina- 
tion does not fit the legal definition; some legal discrimination 
does not fit the economic definition; some discrimination fits both 
definitions. 

It might be noted, parenthetically, that one form of discrimina- 
tion, which does not fit either defintion conveniently, may have 
substantial consequences. Consider the manufacturer who sells at 
one price to both chain stores and wholesalers, but who does not 
sell direct to independent retailers. The independent has to pay a 
wholesaler’s mark-up which his neighboring chain store avoids. 
Competitively, his position is the same as if he paid the higher 
price to the manufacturer on a direct purchase.® 

It is hard to visualize the wide compass of problems of dis- 
crimination in price regulation. A full catalog of the pertinent 
rules would include such federal regulations and practices as anti- 
trust, price controls, utility rates, foreign trade controls, and 
government purchasing, as well as such state and local regulations 
as fair trade, loss-leader limitations, utility rates, milk pricing 
and retail gasoline price rules.® 

While Robinson-Patman is the most prominent antitrust law 
dealing with price discrimination, it is not the only one. Similar 
types of pricing problems have figured importantly in government 
tilts at monopoly, collusion, and unfair competition under the 
Sherman, Clayton, and Federal Trade Commission Acts. Such 
early cases as Standard Oil made much of discrimination in both 
buying and selling.” 


5. See W. David Robbins, ‘‘Is Competitive Pricing Legal?’’ Harvard Busi- 
ness Review, November-December, 1957, p. 88. 

6. For a description of state legislation, see the following publications of 
The Marketing Laws Survey, Works Progress Administration: State Price Con- 
trol Legislation (1940), State Antitrust Laws (1940), State Milk and Dairy Legis- 
lation (1941), State Liquor Legislation (1941), U. S. Government Printing Office. 


7. Standard Oil of N. J. v. U. S., 221 U.S. 1 (1911). 
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Moreover, there are signs of new developments in antitrust law 
which may portend an additional range of price-differential prob- 
lems. A number of decrees provide for continuing judicial super- 
vision over various aspects of the operations of individual firms, 
especially in their pricing. For example, American Can was or- 
dered to sell machines at prices determined in accordance with a 
set formula.® Further, the company must issue patent licenses to 
any applicant, at royalties which may be set by the court. Simi- 
larly, United Shoe Machinery was ordered to sell machines at 
prices which are related to the charges for leasing the machines.® 
Although neither decree mentions price differentials, such judicial 
supervision must have an influence on discrimination in both the 
legal and economic sense. 


8. U.S. vy. American Can Co., C.C.H. Trade Cases, Par. 62, 679 (1950). See 
also, U. S. v. New York Great Atlantic and Pacific Tea Co., Inc., C.C.H. Trade 
Cases, Par. 67, 658 (1954), and U. S. v. Ohio Crankshaft Co., C.C.H. Trade 
Cases, Par. 68, 329 (1956). 

9. Even judges who are aware of the problems involved in judicial super- 
vision of prices do not seem to be able to avoid the practice. Judge Wyzanski, 
in U. S. v. United Shoe Machinery Corporation, 110 F. Supp. 295 (1953) and 
C.C.H. Par. 67, 436, showed an appreciation of the problem when he said, ‘‘Nor 
does the decree attempt to deal with that feature of United’s pricing policy 
which discriminates between machine types. To try to extirpate such discrim- 
ination would require either an order directing a uniform rate of mark-up or 
an order subjecting each price term and each price change to judicial super- 
vision. Neither course would be sound. Some price discrimination, if not too 
rigid, is inevitable. Some may be justified as resting on patent monopolies. 
Some price discrimination is economically desirable, if it promotes competition 
in a market where several multi-product firms compete. And while price dis- 
crimination has been an evidence of United’s monopoly power, a buttress to it, 
and a cause of its perpetuation, its eradication cannot be accomplished without 
turning United into a public utility, and the Court into a public utility commis- 
sion, or requiring United to observe a general injunction of non-discrimination 
between different products--an injunction which would be contrary to sound 
theory, which would require the use of practices not followed in any business 
known to the Court, and which could not be enforced.’’ 

Later he said: ‘If this Court were to direct United to make its sales 
terms more favorable than lease terms, and to keep that discrimination effec- 
tive every time that new terms were set, every time that new machine types 
were introduced, and every time that money rates changed in the financial world, 
this Court would be creating administrative problems which would require its 
continuous judicial supervision. To avoid the difficulties just stated, it seems 
to the Court sufficient to direct defendant, if it offers any machine type for 
lease, to set such terms for leasing that machine as do not make it substan- 
tially more advantageous for a shoe factory to lease rather than to buy a ma- 
chine. Admittedly, there is in this direction some flexibility. But defendant is 
forewarned by the decree itself that if it abuses this flexibility, the Court after 
the entry of this decree may modify it.’’ 

Thus, despite his recognition of the problems of judicial supervision, he 
did direct that the terms of leasing and sale should be so developed that it 
would not be more advantageous for a shoe factory to lease a machine. Ob- 
viously, this provision against discrimination could require further judicial 
supervision. 
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Judicial price supervision is pushed even further in a consent 
decree issued last December by the U. S. District Court in Massa- 
chusetts.” The defendant, Hume Pipe, was ordered ‘‘to determine 
prices for concrete pipe based on its own manufacturing and over- 
head costs, the margin of profit individually desired and other law- 
ful considerations. . . .’? Seemingly as an afterthought, permis- 
sion was granted to change these cost-plus prices in order to meet 
competition, reduce excessive inventories, ‘‘or for other lawful 
business reasons.’’ Brushing aside the shadows of the late, la- 
mented N.R.A. codes, such orders introduce a new vista of prob- 
lems involving cost-price differentials. Although no mention is 
made of permissible differentials, the defendant may open up a 
whole series of questions if he decides to analyze cost differences 
in setting his bases for pricing. 

The cluster of influences affecting price discrimination has 
created a complex of substantial issues for economic and market- 
ing analysis. These issues lie on two separate levels, which re- 
quire more careful delineation than they have been accorded: the 
development of legislative public policy and the administration of 
the existing laws. 

The level of public policy encompasses the broad questions of 
the government..i regulation of price discrimination: whether it 
should be encouraged, forbidden, or regulated. Analysis of these 
questions requires a more clear treatment of many basic aspects 
of antitrust policy. What should be the essential purposes of gov- 
ernment in attacking the problems of discrimination—to improve 
economic efficiency, attempt to encourage competition affirmative- 
ly, discourage non-competitive forces, encourage the fuller use of 
existing capacity, strengthen price stability, or protect the small 
businessman? Clarification of the antitrust objectives is central 
in the development of policy regarding discrimination. Therefcre, 
many policy issues regarding discrimination necessarily are as 
broad as antitrust itself. 

On the one hand, it has been urged that price discrimination, in 
the economic sense, is a sign of monopoly argument is 


10. U.S. v. New England Concrete Pipe Corporation, et al., C.C.H. Par. 68, 
925 (1957). Similar provisions are found in U.S. v. L. A. Young Spring and 
Wire Corp., C.C.H. Par. 62, 908 (1951) and U.S. v. Gold Filled Mfrs. Assn., 
Inc., C.C.H. Par. 68, 760 (1957). 

11. E.g., Fritz Machlup, op. cit., p. 155; also, ‘‘An enduring system of price 
discrimination requires a degree of monopoly which is not so easily achieved 
in manufacturing industry, unless the government helps to reduce competition 
through special legislation, patent and copyright laws, or similar devices.’’ But 
see page 163, ‘‘On the other hand, there are situations where price discrim- 
ination is the only way in which an element of price competition can be intro- 
duced in an otherwise monopolistic market regime.’’ 
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based on the premise that under perfect competition there will be 
neither ‘‘undue’’ price differences nor ‘‘undue’’ price similarities; 
from this premise it follows that price relationships which do not 
reflect corresponding cost differences evidence the absence of 
‘““perfect’’ competition. 

On the other hand, it has been contended that price competition 
in many markets is most effective when individual sellers shade 
their prices to selected customers. According to this theory, a 
firm will not readily reduce any price if it has to cut all of its 
prices across the board; however, if it can secure additional busi- 
ness by cutting a price to a few customers, it might do so; then, if 
several firms counter each other’s moves in this fashion, market 
prices will be reduced.” 

The formulation of a practical public policy cannot rest on the 
unconditional acceptance of one or the other of these generaliza- 
tions. Obviously, either point of view suffers from the tendency 
which Adam Smith felt ‘‘is natural to all men, but which philoso- 
phers in particular are apt to cultivate with a peculiar fondness, 

.the propensity to account for all appearances from as few 
principles as possible.’’ 

Thus, we must avoid the notion that a simple conclusion can be 
produced by such analysis.14 To theorize either that discrimina- 
tion manifests the pristine purity of competition or that it reflects 
the muddy blackness of monopoly is to whistle in the wind. We 
need a good dose of empiricism. It seems likely that, given cer- 
tain types of market structure and behavior, discriminatory prices 
reflect active competition; while under other conditions discrimi- 
nation reflects, or even creates, anti-competitive forces. 

Further, in these investigations, economists must maintain a 
more rigorous analytical relationship between the concepts of 


12. This theory presupposes that firms have excess capacity--a condition 
which is ruled out in the definition of equilibrium under perfect competition. 
Edward H. Chamberlin feels that ‘‘whenever price competition fails to function 

. the result is . . . excess capacity.’? The Theory of Monopolistic Compe- 
tition, Harvard Univ. Press, 1946, Fifth ed., p. 171. But J. M. Clark points 
out that ‘‘businessmen tend to the view that competition does not begin until 
they have difficulty disposing of capacity output, and becomes more severe as 
excess capacity gets larger.’’ ‘‘Competition: Static Model and Dynamic As- 
pects,’? American Economic Review, Vol. XLV (1955), pp. 450, 453. 

13. Adam Smith, Theory of Moral Sentiments, New Edition, London: George 
Bell and Sons (1887), p. 438. 

14. Some differentiation may be found in M. A. Adelman, ‘‘Effective Compe- 
tition and the Antitrust Laws,’’ Harvard Law Review, Sept. 1948, p. 1289. How- 
ever, he seems to stop with the differentiation between sporadic discrimination 
by individual firms, and systematic discrimination on an industry basis. See 
pp. 1331-2. 
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price discrimination in economic theory and in the law. For, while 
economic theory concerns ‘‘undue’’ similarities as well as differ- 
ences, it appears that most discussions of discrimination, even 
among economists, deal with price differences, assume cost equal- 
ities and ignore the discriminatory aspects of single-price poli- 
cies. 

One of the basic requisites of economic analysis in this broad 
public policy development is to undertake empirical studies of the 
effects of the Robinson-Patman Act.* Such studies call for in- 
vestigations by both government and private researchers, Has the 
Act sharpened or blunted competition? Has it helped the small 
businessman? Has it set up barriers against new methods of dis- 
tribution? Has it limited price competition and stimulated com- 
petition in cost-increasing service and sales promotion? Should 
the Act be more limited in its scope? For example, should it be 
confined to consumer goods, or should it be extended to cover dis- 
crimination in the sale of services, in the choice of customers, 
and in the sale of goods which are not of like quality? Some stud- 
ies might go a step farther and raise this question: Should the 
FTC budget be expanded and its practices changed to eliminate 
discrimination in enforcement? 

There is a significant distinction between the role of economic 
and market analysis in the development of policy for legislation 
and public commentary and their role in the administration of ex- 
isting antitrust and price discrimination laws. Yet, this difference 
has not been accorded the attention it deserves. In the formulation 
of broad public policy, the task of the economist and the marketing 
expert is to analyze the general situation, free of the limitations of 
existing regulation. Considerations of public policy contemplate 
possible changes in laws and in the methods of administering them. 
On the other hand, the administration of an economic regulation 
calls for finding practical solutions for the application of existing 
rules. In this process, the role of the economist is to aid the law- 
yers and adminstrators in developing these solutions. 

This assistance from the economist and the marketing expert 
is required by both the government and the private lawyers since 
our judicial system is founded on the premise that equitable 


15. For the recent example, see Reuben A. Kessel, ‘*Price Discrimination 
in Medicine,’’ The Journal of Law and Economics, Vol. I, Oct. 1958, pp. 20, 51 

16. An excellent study of the Robinson-Patman Act has been undertaken for 
Brookings Institution by Corwin D. Edwards. This study, which should be pub- 
lished within the next several months, is a thorough and illuminating analysis 
of the Act and its effects. 
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solutions will be hammered out through effective controversy. An 
ill-considered defense may contribute as much to the development 
of undesirable law as may an arbitrary prosecution. 

On occasion, economic analysis has been utilized, as in the 
basing-point cases. However, as has been demonstrated else- 
where the Commission should have attacked industry pricing sys- 
tems as collusive, instead of proceeding under the Robinson- 
Patman Act.’” This point is clearly brought out by the Corn 
Products cases. First, the Commission prosecuted individual 
companies for violation of the Act; then it attacked the industry for 
collusive price agreements. There have not been many clear 
instances of this type. However, there seem to be reasonable 
grounds for believing that the FTC does not review industry prac- 
tices to see whether the discriminatory pricing practices of indi- 
vidual companies reflect collusive arrangements. Therefore, there 
is no way of telling how many individual orders should have been 
directed at industry-wide practices. Nor can one tell how fre- 
quently one competitor has been told to discontinue a practice 
which others continue to follow. 

Probably the most important opportunity for economic anal- 
ysis in the application of the Act should be to gauge the effect of a 
price difference on competition. However, by and large, the FTC 
has not been impelled to examine either actual or potential effects 
on competition. Although it has made findings of the requisite ef- 
fects on competition, it seems generally to have assumed these 
effects without substantial consideration of evidence. The pro- 
ceedings which reflect serious consideration of this factor have 
been exceptional. 

Another possible application of economic and marketing anal- 
ysis in the administration of the Act concerns cost justification. 
By and large, cost justification has been treated as a pure account- 
ing problem. Indeed, when the FTC set up a committee to advise 
it on these cost problems, it called on accountants. However, the 


17. Chamber of Commerce of the United States, Delivered Pricing and th 
Future of American Business, Second 1948 Economic Institute, Dec. 9-10, 1948. 
J. M. Clark attacks the economic analysis of the basing point cases in 
‘“‘The Law and Economics of Basing Points: Appraisal and Proposals,’’ Amevri- 
can Economic Review, Vol. XXXIX, March, 1949, p. 430. ‘‘During the basic 
litigation, economic considerations are elbowed out of distorted by legalistic 
exigencies, both sides probably producing about equally bad or irrelevant or 
one-sided economics. Since serious and realistic consideration of the effects 
of an order cannot begin until after the order is issued, economic analysis is 
backward, though the heart of legality in these cases is economic. This is un- 
fortunate, but it seems to be the way our present system works.”’ p. 431. 
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issues surrounding cost justification appear to be primarily legal, 
and only secondarily economic, while the accountants are needed 
as general advisers. 

It is difficult to see why cost justification under the Act should 
be treated exclusively as an accounting problem. To begin with, 
proof of cost justification is a legal procedure calling for an un- 
derstanding of the setting of the Act and the technical issues of 
proof. Second, cost analysis must start with classifications of 
,customers or of quantities. Such classifications call for economic 
and marketing analysis of the structure of markets and for statis- 
tical analysis of adequate classification. Third, cost justification 
must depend on sampling. It does not seem possible to devise an 
accounting system which can regularly produce these cost differ- 
entials. Therefore, special studies of the costs of the individual 
firm must be made and these must be based on a sampling of its 
operations. Sampling methods have long engaged the attention of 
the economist and the marketing expert, while they have interested 
the accountant only occasionally. Fourth, in general the analysis 
of cost differences—especially in distribution costs—has not been 
attempted by accountants, who have treated these costs in terms of 
averages, not differentials. Economists have long been concerned 
with differential costs, and marketing experts have had to study 
differences in the costs of various methods of marketing. 

On the other hand, many lawyers, on both sides, seem to feel 
that economists and marketing analysts have not demonstrated any 
outstanding capacity to deal with these problems. Here we have an 
interesting problem in causal relations. Are the shortcomings due 
to the lack of understanding of the economic issues by the lawyers 
and the FTC? Or, are they due to the lack of realistic treatment 
of the problems by economists and to their failure to demonstrate 
ability to cope with the practical issues? 

After there has been a determination that the Act has been vi- 
olated, the toughest problems of economic and marketing analysis 
should arise: how to draft an opinion and order which will avoid 
future violations, stimulate competition, and guide other firms in 
voluntary compliance with the Act.'® Unfortunately, this task has 
not been fully recognized by the Commission. After plowing 
through the verbiage of the bulk of the FTC orders, the business- 
man and his lawyer find that the Commission has merely told the 


18. For a discussion of some problems in formulating orders, see Harry 
L. Shniderman, ‘‘Federal Trade Commission Orders Under the Robinson-Patman 
Act,’? Harvard Law Review, Vol. 65 (March, 1952), p. 750. 
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respondents to comply with the statute. It is difficult to see how a 
meaningful order can be drafted without analysis of what price 
policies should be encouraged in the specific market. Undoubtedly, 
the formulation of such opinions and orders would impose a sub- 
stantial burden, and the enforcement of such orders would be more 
difficult, possibly, because they would be more meaningful. These 
may be the reasons for the apparent lack of interest in such for- 
mulation. However, the Commission has rarely demonstrated an 
awareness of the need for such an affirmative policy. 

Thus, price discrimination is a significant element in our na- 
tional competitive policy. It affects almost every type of price 
regulation, at all levels of government. Recent court decrees pro- 
viding for continuing judicial supervision may make problems of 
discrimination even more important. 

Although the control of price discrimination is primarily an 
economic regulation, economic and marketing analysis have not 
made substantial contributions to broad policy formation. Nor 
have they been significant in the administration of the pertinent 
regulations, such as the Robinson-Patman Act. 

There is a pressing need for consideration of the broad com- 
petitive influences in a market during the course of a Robinson- 
Patman proceeding. Because competitive forces and market 
structures are not examined carefully, the FTC frequently deals 
with symptoms, ignoring underlying causes. 

Constructive consideration of price discrimination should cover 
the structure and behavior of the specific market to evaluate the 
strength of competition. In this examination, price discrimination 
should be considered in its proper context—as only one of the ele- 
ments in the market picture. 

When there is a diagnosis that competitive forces have been 
inhibited, the next step should be to look for market changes which 
will stimulate them. A more affirmative approach is required for 
orders. Merely instructing a firm to comply with the law is not 
enough. We need opinions which will help to clarify the law. Fur- 
ther, we need orders which affirmatively tackle the job of increas- 
ing competition. Although these formulations would be difficult, 
respondents and others do not have sufficient guidance for com- 
pliance unless opinions and orders are written in affirmative 
terms. 

More complete economic and marketing analysis in policy for- 
mation and administration would, as a minimum, help us to avoid 
blotting out some competitive forces in the name of competition. 
But it could mean more than that. It could produce enough empir- 
ical evidence to give us a clearer understanding of the effects of 
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past orders and of the markets that require investigation. Such 
progress would also be valuable in the continuing search for ad- 
ministrative efficiency in the application of our antitrust laws. 

Finally, when more incisive analysis of the varied effects of 
price discrimination is available, we should be much further along 
in our understanding of the competitive process itself. And this, 
after all, is one of the major tasks of economic and marketing 
analysis, as well as antitrust law. 


39. “THE ROLE OF COST IN PUBLIC 
POLICY TOWARD BUSINESS” 


Herbert F. Taggart* 


HE use of over-all operating cost data as a part of the mech- 

anism for controlling rates and prices charged by public utili- 
ties goes far back into the history of railway and public utility 
regulation. Indeed, it is difficult to see how operating costs could 
be ignored as part of the formula for determining a generally ac- 
ceptable level of public utility rates. It has been the aim of the 
Interstate Commerce Commission and of the state utility commis- 
sions to see to it that the return to stockholders in these enter- 
prises was no more (and perhaps no less) than was reasonable 
under the circumstances—reasonable, that is, both to customers 
and to those who furnish capital. Return to stockholders is the dif- 
ference between revenues and the costs of obtaining the revenues. 

It is one thing, however, to measure the propriety of the gen- 
eral level of utility rates by reference to the over-all costs of op- 
eration, and quite another to regulate the charges for specific 
services by reference to the costs of those services. The former 
involves no cost accounting, in the sense in which that term is 
generally used, while the latter does. Broadly speaking, rates for 
particular utility services have never been established in any fixed 
relation to the individual costs of such services, though, particu- 
larly in the railroad industry, there has been a good deal of effort 
to ascertain such costs. 

In part, at least, this failure to set rates in terms of specific 
service costs is due to the recognized difficulty, if not impossi- 
bility, of making the necessary cost determinations. In the rail- 
road industry, for example, where the ICC has for many years re- 
quired the roads to break down costs between passenger service 
and freight service, and into finer subdivisions, the Commission’s 
conclusion in a railway mail pay case was that,‘‘The cost computed 
in the manner described is a hypothetical cost and not an actual 
cost.’’* Agreeing with this conclusion, the Supreme Court in 1949 
made the following statement: ‘‘Railroad accounting does not, and 


*Herbert F. Taggart, University of Michigan. 
1. Railway Mail Pay, Georgia and Florida Railway Co., 214 I.C.C. 66. 
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concededly cannot, accurately reflect actual operating costs of 
each type of service rendered.’ President Hadley of Yale is said 
to have stated the same thing in fewer and more picturesque 
words: ‘‘God Almighty does not know the cost of carrying a hun- 
dred pounds of freight from Boston to New York.’’? 

With this conclusion I am sure there would be few dissents. 
Such unanimity on the part of those who might be thought of as 
authorities would not in the least discourage the average legisla- 
tor, however. In 1951 there were introduced into the Congress a 
series of bills, one purpose of which was to make air mail rates— 
that is, the amounts paid by the government to the air carriers for 
the transportation of mail—depend on the cost of the service to the 
carriers. One such bill, for example, provided that, ‘‘The rates 
determined and fixed’’ by the Civil Aeronautics Board ‘‘shall be 
based upon the necessary cost to the air carrier, under honest, 
economical, and efficient management, of the mail transportation 
services actually rendered. . .’’* This bill and the others like it 
went on to provide that the Civil Aeronautics Board should ‘‘pre- 
scribe standards by which air carriers, in keeping their accounts, 
records, and memoranda, shall allocate receipts from, and ex- 
penditures for, the air transportation services rendered.’’ In 
other words, the air lines were going to be required to determine 
separately the costs of transporting passengers, freight, express, 
and mail, all of which are commonly carried in the same planes. 

One airline, concerned at this prospect, caused several expert 
witnesses to appear before the Senate Committee on Interstate and 
Foreign Commerce. Each of these witnesses expatiated on the 
impossibility of making the kind of cost determinations which could 
conceivably be a logical basis for price. One of them pointed out 
that only one or two per cent of the costs of operating an airline 
could be specifically identified with air mail. The other 98 or 99 
per cent of any cost figure arrived at would be the result of some 
more or less arbitrary system of prorations and allocations. It 
would be, in the words of the Interstate Commerce Commission, 
an extreme example of ‘‘a hypothetical cost and not an actual 
cost.’’ 

The practical result, in the estimation of this witness, would 
be an average cost per ton-mile for all airline cargo, a cost fig- 
ure about as valid for pricing purposes as the meat packer’s 

2. U.S. v. Jones, 336 U.S. 641, 654. 

3. Very freely adapted from Winthrop M. Daniels, The Price of Transporta- 
tion Service, (Harpers, 1932). 

4. S. 1137, 82d Congress, Ist Session. 
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average cost per pound for hamburger and T-bone steaks. With 
this point of view the committee was totally unimpressed. In the 
words of the chairman, ‘‘I still come back to that original obser- 
vation that if the over-all costs of airline operation may be de- 
termined, and you even say that it is possible to determine the 
costs of transporting a ton 1 mile, then it would seem to me that 
you could reduce it to the unit of pounds and go from there to 
whatever you were transporting, whether it were freight, express, 
mail, or passengers, and get a reasonable figure.’” 

One of these bills passed the Senate in 1951, but no action was 
taken in the House. Some of the purposes of the proposed legis- 
lation were accomplished in 1953 by Reorganization Plan No. 10 
and were embodied in the Federal Aviation Act of 1958. Neither 
of these measures provide for basing air mail payments on cost, 
though the President’s message accompanying the reorganization 
plan suggested that, ‘‘Compensatory rates for mail transportation 
should be based upon the cost of rendering mail service, plus a 
fair return.’’® While Congress has not acted accordingly, it should 
not be assumed that there will be no further attempts to legislate 
a cost-price relationship in this field. 

This entire paper could be devoted to cost problems in the 
untility area. Probably the most pressing and controversial prob- 
lem relates to what, if any, recognition should be given to the 
enormous increase in the replacement cost of plant assets. An- 
other problem arises out of the temptation for regulatory authori- 
ties to further particular social or political ends by employing 
purposive interpretations of the word ‘‘cost.’’ Should cost include 
expenditures of which the regulatory authority disapproves? A 
good example is expenditure by privately-owned utilities to plead 
the case for private ownership. Is this a cost item which it is a 
reasonable deduction from gross revenues in judging the adequacy 
of utility rates? 

Be that as it may, let us (in view of the limited time available) 
turn our attention to some of the more ambitious attempts to uti- 
lize cost accounting in the implementation of public policy. The 
NRA was one such. Most of the codes of fair competition contained 
provisions for minimum prices. Such provisions were regarded 
by industry members as the quid pro quo for agreeing to the labor 
provisions of the codes. The ‘‘good guys’’ in each industry were 


5. Comment of Chairman, Senate Interstate and Foreign Commerce Com- 
mittee, during hearings on S. 1137 and related bills. 
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going to be able to crack down on the ‘“‘bad guys,’’ namely, the 
price chiselers. 

Most of the minimum-price provisions were keyed to a cost 
formula or system, to be adopted and used by all members of the 
industry. In a few of the early codes cost formulae were included 
in the codes themselves, but in most cases they had to be formu- 
lated and approved separately by the Administrator. In all, some 
40 such provisions were implemented by approved cost-finding 
schemes. In the usual case, the cost-defining method submitted 
for approval consisted merely of descriptive matter, detailing 
methods of arriving at individual enterprise costs. Some of them, 
however, included specified amounts or percentages which had to 
be used by each member in computing costs. 

The funeral supply industry, for example, had been plagued by 
the backyard operator, usually a carpenter, who could nail a few 
boards together and produce a coffin whose cheapness had a great 
appeal to bereaved families during the great depression. Such 
operators, while they might be able to compute manufacturing 
costs after a fashion, had no recognizable selling and administra- 
tive costs. This lack was to be supplied, according to the pro- 
posed cost-finding method, by the adoption (by a 60-per-cent vote 
of members of the appropriate industry group) of flat, minimum 
percentages of sales ‘‘which shall be included in the costs of all 
members. . .’’ This proposal never received the Administrator’s 
approval. 

A problem of an entirely different kind was encountered by the 
Baldwin Locomotive Works, whose foundry operations were sub- 
ject to no less than 28 different codes. In a hearing on a proposed 
cost accounting system for the gray iron foundry industry, repre- 
sentatives of Baldwin expressed concern over how they were to 
remain in compliance with all these codes. Must they compute 
their costs by 28 different methods? If so, the problem of unem- 
ployment among cost clerks would soon be solved. 

In spite of these and a multitude of other practical problems in 
the implementation of the policy of basing minimum prices on 
costs, the administration was assured by volunteer advisers that 
basing minimum prices on costs was a simple matter. ‘‘There is 
no excuse for controversy as to what constitutes cost,’’ wrote one. 
“It is a question of fact, and not one of opinion. The fact is that 
all expenditures in the proper’’ (and he emphasized ‘‘proper’’) 
‘conduct of a business are a part of the cost, including interest 
and depreciation.’’ Another volunteer, who described himself as a 
‘‘cost engineer’’ with long experience, defined the cost of a prod- 
uct as ‘‘the sum of the expenses involved in its production, nothing 
omitted, nothing added.’’ 
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In view of such advice as this, it is not surprising that legis- 
lators without experience in the intricacies of cost accounting and 
without an appreciation of the many points at which judgment or 
managerial policy, rather than objective criteria, determines cost 
allocations, were unable to see anything wrong with the apparently 
simple requirement that prices, or price differences, be based on 
costs. In sharp contrast to the soothing quotations just mentioned 
are the words of Col. R. H. Montgomery, one of the country’s most 
experienced and respected accountants, who had been brought into 
the NRA by General Johnson early in 1934. ‘‘If the world owes 
every man a living,’’ said Col. Montgomery, ‘“‘if we can lift our- 
selves by our own bootstraps, if we can make silk purses out of 
sows’ ears, then the adoption of astandardcost formula as a useful 
element in the fixing of prices will help us on the road to re- 
covery.’’ 

Although NRA is gone, selling below cost is still taboo under 
certain circumstances. It may be a violation of Section 5 of the 
Federal Trade Commission Act, or it may violate one of the many 
state unfair practices laws. It is also condemned in the trade 
practice conference rules adopted by many industries under the 
guidance of the Federal Trade Commission. 

Only five years after the Supreme Court swept the NRA mini- 
mum-price fixers out of Washington, many of the same cast of 
characters converged on the city again to establish an organization 
to control maximum prices. The OPA made extensive use of cost 
data in its attempts to dampen the effects of wartime inflation. 
While the cost accounting staff of NRA never exceeded a half-dozen 
people, the accounting division of OPA reached a high of about 
1400, with accountants scattered from Key West to Nome, and 
from Honolulu to Portland, Maine. In addition to its own account- 
ing staff, the OPA made extensive use of the accounting staffs of 
the Federal Trade Commission and the Tariff Commission. 

By and large the role of costs during the OPA period was not 
to establish prices but to measure the legitimacy of increases in 
prices. The initial price-control device was the ‘‘freeze.’’ If, 
after prices were frozen, a seller or an industry desired an in- 
crease, studies by the accountants were aimed at measuring the 
extent of alleged cost increases, Price increases, in general, 
were not permitted if cost increases did not justify them. 

OPA and its Korean successor, OPS, are now but memories. 
Since the passage of the Clayton Act in 1914, and up to the present 
time, however, there has been on the statute books a law which 
bases price differences, rather than prices themselves, on costs. 
This is Section Two of the Clayton Act, which first made this 
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principle a part of American antitrust policy. The Robinson- 
Patman Act, which amended Section Two, forbids discrimination in 
prices charged to different customers, with certain exceptions. 
One of the exceptions is where the price differences are justified 
by ‘‘differences in the costs of manufacture, sale, or delivery re- 
sulting from the differing methods or quantities in which such 
commodities are to such purchasers sold or delivered. . .”’ 

At this point one is confronted with a temptation to launch into 
a description of the technical accounting problems which have con- 
fronted those who have tried to isolate and measure cost differ- 
ences under this legislation. In spite of what many people seem to 
think, cost is not an objectively determinable quantum, but instead 
is what someone says it is. In all Robinson-Patman cases, two 
sets of people have a say as to costs. One set consists of the ac- 
countants for the Commission, and the other consists of the ac- 
countants for the respondent. Where these two groups agree, as 
they have on several occasions, the decision is relatively easy. 
Where they fail to agree, as has also happened, the hearing ex- 
aminer, who first receives the evidence and prepares an initial 
decision, must choose between them. It is significant that in ex- 
actly one recorded instance has the hearing examiner failed to 
agree with the Commission accountants. This was the Goodyear- 
Sears Roebuck case under the old Section Two, in which the ex- 
aminer refused to accept a few of the more outrageous accounting 
propositions laid down by the Commission accountant.” In no re- 
corded instance under the Robinson-Patman Act has the hearing 
examiner failed to go along with the Commission accounting staff’s 
analysis. In no instance has a respondent, no matter how much 
money was spent or how much accounting talent was brought to 
bear, been able to prevail with the examiner against the account- 
ants employed by the Commission, 

The Commission itself must accept or reject the findings of 
the hearing examiner and the opinions of the accounting experts. 
In the Goodyear case the Commission went somewhat farther than 
the examiner in rejecting certain of the opinions of the Commis- 
sion accountant. In the Sylvania case, decided in 1954, the Com- 
mission disagreed with both the trial examiner and the Commis- 
sion accountants on one vital point.® These represent the only two 
cases in which the Commission has disagreed with its own ac- 
counting staff. 


22 F.T.C. 232. 
8. Docket No. 5728, 51 F.T.C. 282. 
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In the Niehoff case, (1955) the trial examiner ruled for the re- 
spondent on one cost item and was overruled by the Commission.® 
This probably is a second case in which the trial examiner disa- 
greed with the Commission accounting staff, but the public record 
is silent with respect to the accounting staff opinion, since no 
Commission accountant testified on this point. It is not difficult, 
however, for one familiar with the accounting staff’s general point 
of view to surmise what its opinion was on the point in question. 

In this description of the remarkable success of the Commis- 
sion accounting staff there is intended no suggestion that the result 
has necessarily been wrong or bad. Such an extraordinarily high 
batting average should suggest to any respondent, however, that 
the success or failure of any cost study depends almost exclusive- 
ly on its ability to make a favorable impression on the Commis- 
sion accountants. 

It is often assumed that it is practically impossible to secure 
dismissal of a complaint through presentation of cost evidence. 
The facts do not bear this out. Since 1936, attempts at cost justi- 
fication have been made by 20 respondents under price-discrimi- 
nation complaints, as far as the public record shows. Nine of 
these respondents have been successful, ten have failed, and one 
case has not yet been decided.“ In the latter the hearing exam- 
iner’s initial decision indicates probable success on one cost issue 
and probable failure on another. Thus the balance between suc- 
cess and failure has been remarkably even. In addition to cases 
on the record, informal, off-the-record cost presentations have 
been made by many sellers, but such proceedings are confidential 
and no measure of the degree of success exists. There is no no- 
ticeable trend in success or failure. The very first Robinson- 
Patman cost defense, that of Bird & Son, was successful in 1937, 
and in the most recently decided cost case, that of Hamburg Bros., 
the cost defense was successful in 1958.14 

It is perhaps significant that apparently no cost defense (except 
that in the undecided Thompson Products case) is currently before 
the Commission. Of the 18 respondents in price-discrimination 
complaints filed in 1957 only one has offered the cost defense. 
This was Hamburg Bros. Twelve respondents have accepted con- 
sent orders, one complaint was dismissed on non-cost grounds, 
and the other four are still pending. Of the 20 respondents thus 


9. Docket No. 5768, 51 F.T.C. 1114. 
10. Thompson Products, Inc., Docket No. 5872. 
11. 25 F.T.C. 548, and Docket No. 6721. 
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far in 1958, none has chosen to defend on grounds of cost justifica- 
tion as far as the public record shows. 

In conclusion, one can say this: 

Basing price decisions on costs has a great appeal to legis- 
lators. Cost as a criterion for price appears to the average legis- 
lator to be both fair and simple. Mr. Patman, for example, writing 
about the law of which he was co-author, admitted that sellers 
might have to do a little speculating about costs when considering 
future transactions. ‘‘In event of litigation, however,’’ he said, 
“furchases will not be prospective ones. The transactions will be 
past history. Costs will not be theoretical or estimated. They 
will have been incurred and recorded.’’” The implication seems 
to be that costs are objectively and exactly determinable and that 
there is, or should be, no room for argument. Mr. Patman makes 
it clear, however, that he realizes that there will be arguments 
just the same. ‘‘The definition of costs,’’ he says in another place, 
‘“‘sometimes takes on strange constructions when the phrase- 
twisting experts play with it.’’ 

In point of fact, the determination of costs of individual prod- 
ucts or services, especially when related to particular transac- 
tions, has always proved to be extraordinarily difficult. Respond- 
ents in Robinson-Patman cases have been known to spend hundreds 
of thousands of dollars on cost studies which might just as well 
never have been made. And this money was spent not because a 
respondent wanted to throw up an elaborate smoke screen, but be- 
cause the subject is extremely difficult and elusive. It is one thing 
to agree on costs among businessmen where litigation is not in- 
volved, and it is quite another to make the kind of showing of costs 
which will stand up under the kind of testing which it receives ina 
courtroom. 

Another fact which needs to be kept in mind is this. Costs, far 
from being precisely measurable by objective criteria, are actual- 
ly the product of the judgment and bona fides of the people who 
prepare them. They are therefore only as good and as reliable as 
the accountants to whom this task is assigned. Really capable ac- 
countants are scarce, both in and out of government, especially in 
light of the fact that their time is already well occupied with the 
preparation of figures and reports for the assistance of manage- 
ment and for taxation and other financial purposes. Added burdens 
should not be lightly regarded. 


12. Wright Patman, The Robinson-Patman Act (New York: Ronald Press Co., 
1938). 
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While it is too much to suppose that implementation of public 
policy through costs will assume appreciably less importance than 
it now has, it is to be hoped that we shall not see too much in the 
way of increased dependence on costs for this purpose. 
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40. COMMENTS ON “CURRENT TRENDS IN 
PUBLIC POLICY TOWARD BUSINESS” 


J. Howard Westing* 


ROFESSOR Cook has done a masterful job of reducing emerg- 

ing merger trends into a comprehensible pattern of economic 
issues. I am sure that we all better understand current develop- 
ments in this field after hearing his exposition, and perhaps even 
our judges would see their decisions in better perspective if they 
were to study Professor Cook’s paper. It seems to me that one 
begins to see the hint of a fresh trail through this merger wilder- 
ness in which we have been somewhat aimlessly wandering for so 
long. If someone could only tell us now how to measure ‘‘qualita- 
tive substantiality’’ and how to define the ‘‘relevant market’’ to 
everyone’s satisfaction we might turn the trail into a highway. 

However, in the twenty-odd years during which I have been 
aware of the merger problem, it seems to me that there have been 
other times when we seemed to be making progress toward a 
workable, if not the ideal, solution. But, each time some new 
‘‘landmark’’ decision would obliterate the emerging trail, and we 
would begin wandering again. 

Presumably economists, theoretical and applied, must take a 
large share of the blame for the small progress made in the mon- 
opoly-merger area. The law directs administrators and judges to 
preserve competition, but it is conveniently vague as to what is 
meant by competition. In simpler times we all knew, or assumed, 
that competition and large numbers of competitors were synony- 
mous. However, our economy got out of hand, and we were faced 
with situations in which the choice might be between four and five 
competitors. Was the one situation competitive and the other not? 
And, how could one tell? Judges began to fumble toward perform- 
ance tests to measure the presence or absence of competition, but 
they got little help from economists. We preferred to sit by and 
learnedly criticize the judges for reaching contradictory decisions. 
Economists have been strangely indifferent to the problem of 
measuring competition among the few. There have been frequent 
suggestions that certain performance tests might reveal the degree 
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of competition in an industry. We are all familiar with such pos- 
sible measures as the trends of cost and price, expenditures for 
product improvement, the extent and trend of excess capacity, and 
the trend of profits. In view of the ubiquity of oligopolistic com- 
petition in our economy, how can one explain the fact that there 
have been practically no empirical studies along these lines? Not 
only have studies been lacking—realistic theories are equally 
scarce. Perhaps we should criticize less and contribute more. 

It also seems interesting to me that our anti-trust statutes 
nowhere suggest that relative efficiencies shall be taken into ac- 
count. There, no doubt, is the tacit assumption that the preserva- 
tion of competition will insure maximum efficiency. But, where a 
market structure test is applied, and no one is quite sure how 
many competitors are necessary. to insure competition, this as- 
sumption can be questioned. In the past we could comfortably in- 
dulge our preference for an economic environment of many small 
competitors. The only issue at stake was a few dollars in our 
abundant standard of living. Today the issue takes on a new ur- 
gency with the Communist challenge being explicitly broadened to 
include economic warfare. One suspects that soon we shall have 
to include an efficiency test along with market structure and per- 
formance tests as yardsticks in settling issues of company size. 
In fact, for basic industries and those with a strong national de- 
fense tinge, the measure of efficiency may have to be given more 
weight than the other two. Perhaps we are seeing the shadow of 
things to come in the lighter touch with which anti-trust statutes 
seem to be applied to the international oil companies. Certainly, 
one can argue that it would be better to attempt to apply an ex- 
plicit efficiency standard than to wink at situations in which pres- 
ent enforcement standards seem to bring about unwanted conse- 
quences. 

These suggestions may sound heretical to the doctrinaire 
trust-buster, and perhaps they are. But, it seems reasonable to 
assume that our anti-trust laws will undergo a thorough scrutiny 
if a strong economic threat is posed to our security and we are in 
no better position than at present to support our belief in large 
numbers as the criterion of competition. Exhaustive study might 
prove our belief in the virtue of large numbers to be true, but it is 
equally possible that these easy assumptions may prove to have 
been as misleading as the assumptions about the sanctity of the 
family-size farm which have led our agricultural planners down 
such a costly and fruitless path. 

Now, let us turn for a concluding minute to the paper of Pro- 
fessor Taggart in which, as usual, he blended so much profound 
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wisdom and whimsical humor. Professor Taggart in his role as 
accountant has stressed the virtual impossibility in most cases of 
calculating the precise costs of specific products or services. He 
did not choose to answer the question of the propriety of cost as 
the basis for price making, although one could detect a general 
tenor of opposition. Let me be explicit on this point. It seems to 
me that the growing reliance upon cost as the measure of price is 
endangering the virility of our free-market economy. The wide- 
spread acceptance of cost as the price determinant has reached 
the point where the executives in our most important industries 
dare not announce a price increase without explaining it in terms 
of some cost increase. This may seem to be a happy situation in 
the traditional kind of inflationary period because it tends to re- 
strain inflation. However, in the cost-push inflation of the present 
it has the reverse effect. Businessmen feel socially and economi- 
cally justified in passing on any honestly incurred costs in the 
form of higher prices. Thus, some of the pricing restraint which 
one might expect through the prudent pressure on costs is elimi- 
nated and the cost principle in pricing becomes an inflationary 
incentive. 

One can also wonder what effect this casual acceptance of the 
cost principle in pricing may have on innovation, and the risks 
implicit in research and development. If there is to be a deep- 
seated suspicion of demand as a basis for pricing, the inducement 
to innovate will be lessened, and the consequences of this loss of 
economic vitality could be disasterous. 

Most broadly, the overemphasis on cost in the pricing process 
will gradually reduce the effectiveness of price as the automatic 
rationer in our economy. While this is not likely to happen in any 
extreme form over the short run, even a moderate trend in that 
direction must necessarily lead to uses of our resources which are 
less than optimal. 

I know of no reputable economist who would contend that cost 
should control price to the exclusion of demand considerations. 
Yet I know of almost no economists who speak out plainly against 
the increasing acceptance of the cost standard in government reg- 
ulation or the apparent tendency for business increasingly to bor- 
row this concept and apply it uncritically to their business affairs. 
It is axiomatic that price is central to our free-market economy. 
Anything which tends to reduce the sensitivity of the pricing pro- 
cess endangers our economy. It seems to me that the over-em- 
phasis on the cost principle in pricing does this, and that here is 
an issue on which economists must take a more positive stand. 
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41. COMMENTS ON “CURRENT TRENDS IN 
PUBLIC POLICY TOWARD BUSINESS” 


John S. McGee* 


ROFESSOR Cook’s provocative paper is concerned with merg- 

ers and the standards by which they are to be judged. Most 
agree that we should neither kill the good mergers nor waste time 
on the piddling ones. I am not sure whether Cook believes that 
there can be bad ones, but mergers, unlike some other alleged 
monopolizing devices, are a real threat to competition. 

Cook shows that simple market-share criteria are not auto- 
matic: one must define a product and the market in which it is 
sold. He distinguishes the market-share standard from one that 
includes cross elasticities of demand and supply, and finds the lat- 
ter superior. One wonders whether, in so doing, he is quarreling 
with economics or the Courts. If his quarrel is with economics, I 
must dissent. In economics, products and markets are defined in 
terms of cross elasticities. Economics recognizes that the elas- 
ticity of outside supply is crucial to cartels and dominant firms 
alike. Economists define a quasi-monopoly demand curve by 
specifying outside supply. In truth, it is crucial in determining 
market share itself. Businessmen have long known the same thing: 
the boundaries of cartels show us the boundaries of markets, and 
the durability of some dominant firms verifies their promoters’ 
guess that outside supply is not always very elastic. 

If Cook’s quarrel is with those who make law, I must concur. 
The Courts have not applied economics either with heroic success 
or pedestrian consistency. 

Cook predicts that some day a ‘“‘candid tribunal,’’ which will 
admit that it would not know a market if it saw one, will preserve 
the structure of an industry because of a vague feeling that some- 
thing is not right. I do not know whether Cook will applaud this 
candor when it appears. Candor is not as valuable as wisdom; it 
is not as rare, and the demand for it is probably equally small. 
Qualitative or performance standards are not likely to produce 
better decisions, for Courts have been using them all along. Fur- 
thermore, such standards can only impoverish economics, a dis- 
cipline that is not now over-rich. 
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Bethlehem- Youngstown shows that market shares are with us 
again, in spite of the trend toward abandonment that Cook found 
earlier. If the standards are economic, there is little to condemn 
in the results of that decision, though the opinion contains very 
nearly its share of economic curiosa. Stigler’s visibility test for 
scale economies reveals no necessity for the merger. A 20 
per cent market share is probably not enough to confer monopoly 
power, but I would approve a rule that mergers will not leave us 
less than four or five firms in basic steel. Some will say this is a 
matter of taste. It is as much a matter of the mechanics of eco- 
nomic coalitions. And cases in which firms freely merge to the 
20 per cent level or beyond are unlikely to be those in which 
entry, or competition, is obviously ‘‘easy.’’ 

Cook says that the law of Bethlehem-Youngstown is strict. If 
there is any area in which strictness in the anti-trust laws can be 
defended, mergers are it. The burden of proof now rests upon 
those who would merge. That is proper, and I can only hope that 
the Courts will know when it has been carried well. Like Cook, I 
am doubtful of that, but for different reasons. Not that quantitative 
economic standards will be used, but that they will not. 

I can comment upon only a few of the issues that Mr. Massel 
discusses. Although he recognizes that the practice is regulated, 
Massel claims that ‘‘price discrimination has not been treated as 
an important problem in public policy.’’ Everybody has the right 
to find in history what he will, and the right is exercised freely. 
As I see it, price discrimination has long been regarded as an im- 
portant public policy problem. It is a rare economics or market- 
ing textbook that is silent on the subject; and the legal literature is 
full. Massel must mean that the People are disinterested. I think 
that is questionable. 

Formal evidence that lawmakers have been interested can be 
found in the Common Law; in the Shipping Act of 1916, Interstate 
Commerce Commission Act, Sherman Act, Clayton Act, Packers’ 
and Stockyard Act, Granger Legislation, Tariff Act, and the Act of 
1916, the Guffey Coal Act, N.I.R.A., Federal Power Act, Hepburn 
Act, Motor Carrier Act, Federal Communications Act, regulation 
of civil aviation, public utilities, insurance, and so on. 

It is possible that all this law arose spontaneously in the face 
of profound public disinterest. One simple test would be to try 
repealing the Robinson-Patman Act. Though it is but modest 
tribute to democratic reason, I lean to the view that the People of 
the Republic have pretty much gotten what they wanted and paid 
for. 

The question in my mind is not whether we have paid too little 
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attention to price discrimination, but whether, as in the case of 
Mr. Fresleven’s two black hens, the attention has been worth all 
the trouble it has caused. 

Whether the Public and its servants have been aware, econo- 
mists should not be denounced for disinterest. Edgeworth, Mar- 
shall, Pigou, Robinson, and others worked productively on the 
problem. As a consequence, the theory of price discrimination is 
in good shape. Of course, not all economists know what they are 
talking about, and it is even conceivable that the same unhappy 
state exists among lawyers. Regrettably, we must therefore be 
cautious in our eclecticism. 

It would be unflattering, and wrong, to blame economists for 
our policies with respect to the tariff, labor monopoly, resale 
price maintenance, or agricultural prices. In the case of price 
discrimination, the matter is even simpler. Economists have 
played such a small role in Robinson-Patman law because the Act 
has so little to do with economics. 

Actually, there are two Robinson-Patman problems. The first 
is the ancient, and I think incorrect, hypothesis that predatory 
price discrimination is both a feasible and important business 
practice. Massel repeats the hypothesis. Citation of the old 
Standard Oil case is not enough to support the hypothesis, although 
one would never guess that from the literature. The second prob- 
lem is that the Act defines injury to competition in terms that are 
not economically meaningful, which is probably just the way the 
Public and Congress wanted it defined. 

The cure for the first problem is to learn and to test economic 
theory with the abundant data that already exist. The cure for the 
second, if we agree with Massel, is to join in the process of liti- 
gation. The hope seems to be that, either through subversion or 
education, good economics will improve the Law. That might be 
worth trying. 


| 
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42. COMMENTS ON “CURRENT TRENDS IN 
PUBLIC POLICY TOWARD BUSINESS” 


John T. Wheeler* 


ECAUSE of the limited time available, I should like to comment 

on a single issue which is common to all three papers. This 
may be stated broadly as the ceaseless search for objectivity and 
certainty in an uncertain world. 

One does not need to be a sophisticated game theorist to real- 
ize that optimizing action is more easily determined if the adver- 
sary’s strategy is known in advance. This has been a well-recog- 
nized principle in the field of government-business relationships. 
Government agencies have attempted to specify the strategy op- 
tions for business firms in particular areas, while withholding any 
revelations of their own plan of action. Business firms, on the 
other hand, have sought to obtain legislation which would help them 
predict the actions of competitors, suppliers, and customers. 
They have also been interested in having government agencies 
specify the exact nature of legal interpretations so the business- 
man could ‘‘know how to behave to stay within the law.’’ This 
gaming problem has been a well-known one in the field of anti- 
trust regulation for over half a century. Nevertheless, the subtle 
implications of this phenomenon appear to be ignored by even the 
most erudite scholars in the field. Examples from each of the 
three papers will illustrate this point. 

Professor Cook points to a number of issues where the quest 
for certainty has led to the application of particular tests in merg- 
er cases. In general, he argues for the desirability of flexibility 
which is the antithesis of certainty. However, in our usual desire 
for flexibility for our side and certainty with respect to the other 
person’s actions he is not consistent. He states that he believes 
that flexibility is desirable with respect to the determination of a 
line of commerce. However, he views as “‘“‘unfortunate’’ the lack 
of a clear concept of what constitutes a geographic “area of ef- 
fective competition.’’ In particular he views with disapproval the 
failure of the courts to define ‘ta market in the usual sense.”’ 
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Where ‘‘usual’’ apparently means ‘‘as other economists and | 
would define it.’’ This typical economic myopia leads him to ig- 
nore non-economic organizational variables which are of very 
great importance to business management. This view is reflected 
in the typical economist’s emphasis on short-run price behavior 
as the most important reflection of competitive relationships. 
This is an example of the broad problem of quest for certainty in 
that a specialist, for example an economist, finds an approach to 
certainty in the general adoption of economic concepts rather than 
the use of other concepts which may lie outside his specialty. 

There is one inconsistency in Professor Cook’s paper which 
cannot be explained by my previous proposition. He states in the 
first part of the paper that there has been a general retreat from 
structural tests. Then, near the end of his presentation, he cites 
the Bethlehem- Youngstown decision as a confirmation of his ear- 
lier points. However, he states that in this decision there was a 
heavy reliance on structural tests. 

The Robinson-Patman Act is a good legislative example of the 
quest for certainty. This act, together with its equally ill-con- 
ceived partners known as the Miller-Tydings and McGuire Acts, 
represents an attempt by a particular group of businessmen and 
their friends in Congress to eliminate some of the uncertainties of 
business brought about by competition. These laws have been of 
benefit to the lawyers and a small group of businesses, but they 
have not been consistent with the American tradition of stimulating 
competition. Mr. Massel’s discussion of the law points out many 
of the problems connected with it. However, he fails to point out 
that its basic premise is opposed to our economic system. As he 
has stated, price discrimination (as defined in the law) is not eco- 
nomic discrimination, and the result is that competition through 
special prices, mutually advantageous arrangements, and other 
economically beneficial practices are prevented or inhibited. 

The quest for certainty, which might be called ‘‘precision’’ 
when it is my quest that is under observation, leads to a question 
concerning Massel’s definition of economic price discrimination. 
He states the definition in relation to ‘‘sellers’ costs’’ but he does 
not state whether such costs are average costs, marginal costs, or 
what. This indefinite concept of costs tends to obscure one of the 
basic difficulties in price discrimination legislation. Price shad- 
ing to particular customers, special large discounts, etc., may be 
completely consistent with marginal-cost pricing but inconsistent 
with any average-cost price concepts. All price discrimination 
legislation implicitly rests upon average-cost pricing concepts. 

Mr. Massel proposes a wedding of lawyer and economist for 
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better handling of price discrimination problems. The rejected 
suitor appears to be the accountant, whose sterling qualities the 
bride has overlooked. To state that ‘‘in general the analysis of 
cost differences—especially in distribution costs—hkas not been 
attempted by accountants’’ shows a lack of knowledge of the work 
of accountants. 

Professor Taggart brings out in very explicit examples the 
quest for certainty. Accounting, with its appearance of precise- 
ness to the non-accountant, has been a favorite tool by which leg- 
islators have tried to achieve their ends without leaving large 
areas open for judicial interpretation. One only needs to mention 
the Federal Income Tax to illustrate the lack of precision in using 
accounting in legislation and the consequent problems of interpre- 
tation and legislative administrative decrees. Taggart gives four 
illustrations in his paper of the legislative attempt to use account- 
ing costs and the resulting problems. I can only second his warn- 
ings on the use of accounting costs for legislative purposes and 
reemphasize the point that costs are not objective measurements 
but rather subjective determinations of values for particular pur- 
poses. One can only wish that more people would recognize this 
fact and thus eliminate the fallacious reliance on cost data. 

This is one situation where there is no room for partial meas- 
ures. If accounting data are to be relied upon by legislators for 
determination of important points of law, then administrative pro- 
cedures must be established to determine ‘‘acceptable accounting 
practices.’’ Such reliance on accounting data and the consequent 
accounting problems is a great boon for the employment of ac- 
countants as is evident in the large staff of accountants in the 
Bureau of Internal Revenue. The specter of another body of ad- 
ministratively determined accounting practices (most likely con- 
flicting with some of those now in existence) arises when one reads 
the Report to the Federal Trade Commission of the Advisory 
Committee on Cost Justification whose chairman was Mr. Taggart. 
After clearly pointing out the subjective aspects of cost determi- 
nation, the Committee recommends that accounting opinions per- 
taining to the Robinson-Patman Act should be prepared by an ac- 
counting staff to the Federal Trade Commission. Admittedly this 
is an alternative to the present state of impotency of the cost pro- 
vision of that act. However, even if the desirable result of com- 
plete repeal of the Robinson-Patman Act cannot be accomplished, 
it can still be hoped that an attempt to make the law more equi- 
table by increasing the use of the cost provision will not become 
an excuse for building up another body of administratively deter- 
mined accounting principles. 


344 ADVANCING MARKETING EFFICIENCY 


Administratively fixed procedures for allocating joint costs in 
various industries would provide businessmen, interested in elim- 
inating price competition among themselves, with a basis for tacit 
agreement which they could not arrive at by their own joint ef- 
forts. The quest for certainty on the part of the Federal Trade 
Commission would thus become a facilitating device to help busi- 
nessmen in their own quest for certainty. 

This proposition is one which is universal in its application and 
worthy of more explicit recognition in both the business world and 
in legislative and scholarly circles. Businessmen who would like 
to know exactly what they can do to assure compliance with the 
law, administrators who would like to be sure that they could pre- 
vent any violation of the law, and scholars who would like to for- 
mulate a precise theory of government-business relationships 
should all consider the costs of obtaining the certainty they seek in 
terms of flexibility, administrative hierarchies, and internal staffs 
of advisors. They might wish to consider whether or not the min- 
imax solution of randomized strategies to particular classes of 
game theory might not hold a lesson for them in their never-ending 
quest for certainty. 


Part Three 


MARKETING 
RESEARCH 


A. Industrial Marketing Research in Action 


43. “PROBLEM AREAS IN INDUSTRIAL 
FORECASTING” 


Bay E. Estes, Jr.* 


VER the years, I have made many talks on the subject of in- 

dustrial forecasting. Following almost every talk, there has 
been a question period; and this has usually turned out to be the 
most interesting and profitable part of the entire performance. 
Today, I am going to depart from the usual speech-making proce- 
dure by asking myself a number of these questions, in the hope that 
my answers may throw some light on a few of the major Industrial 
Forecasting problems. 


How accurate should a forecast be? 


Obviously, it should be accurate enough to serve the purpose 
for which it is intended. For many purposes, it may be enough 
merely to point the direction and general magnitude of change. In 
others, a range of possibility may suffice. Instill other situations, 
greater accuracy may be needed. The only general rules are not 
to spend time, money, or staff in seeking greater exactness or de- 
tail than is really useful; even the best forecast is only a statement 
of the most likely situation, not of any certain one. 

A forecast which is 10 per cent low should be regarded as hav- 
ing the same degree of accuracy as one which is 10 per cent high. 
It is the prerogative of the user of the forecast, not of the fore- 
caster, to introduce an element of conservatism, ora safety factor. 
This is particularly true when we recognize that for one use a low 
forecast may be regarded as conservative—for example, in plan- 
ning cash availability—for another purpose a high forecast may be 
safest—for example, in planning inventories to serve customers’ 
requirements, 

One way to test the accuracy of forecasts over a period of 
years is to compare them with the results which could have been 
achieved, at no cost, by using last year’s actual results as next 
year’s forecast. If forecasting does not obtain substantially better 
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results than this mechanical approach, it must be improved or 
given up altogether. 

Finally, we should recognize that a forecast does not necessar- 
ily have to achieve pinpoint accuracy in order to be extremely 
useful. After all, the forecast serves chiefly asa framework with- 
in which planning can take place. As time goes on and the outlook 
becomes more clear, the forecast can be adjusted. In addition, a 
carefully developed plan related toa forecast can usually be changed 
easily and quickly, to fit a new forecast or actual developments. 

Certainly, every forecast should be later compared with actual 
results. The reasons for any major differences should then be 
determined. Often this logical step is ignored. 

Here is another question. Why should we forecast both markets 
and sales, since we are, after all, primarily interested in our own 
sales picture? 

I have long felt that one of the most common errors made by 
the forecasting fraternity is that of attempting to forecast a com- 
pany’s sales before first predicting the market in which these 
sales must be made. (Actually, an estimate of future sales should 
not be labeled a forecast.) When the market has been properly 
identified and forecast, sales management should then specify a 
sales objective representing a desirable and feasible degree of 
penetration into the predicted market based on a specific sales 
program. This is not sales forecasting, but sales planning. The 
market forecast provides only a framework within which the plan 
is conceived, and against which results can later be tested. 

Thus, when the period is past, it becomes possible to deter- 
mine whether any deviation from the sales volume anticipated is a 
result of the actual market’s being greater or less than that fore- 
cast, or whether the amount of market penetration set up as a goal 
has not been reached, 

Let me give you an example. Suppose you are sales manager 
of a steel company. In the fall of 1953, your sales forecast for the 
year 1954 is that the company will ship 400,000 tons of plates and 
500,000 tons of structural shapes. When January of 1955 comes 
around, your Accounting Department reports that in 1954 actual 
sales of plates were 500,000 tons, and actual sales of structural 
shapes totaled 400,000 tons. Now you ave in quandary. Should you 
receive a pat on the back for doing such a grand job of selling 
plates? Should you believe that your performance inselling shapes 
was bad and requires remedial action on your part? Or should you 
be critical of the man who works on your forecasts? You cannot 
possibly answer these questions from the figures before you. 

Now, suppose you had started out with a market forecast for 
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1954: for example, 3,500,000 tons of plates and 6,500,000 tons of 
structural shapes. Your forecast, or planned sales, would then 
have represented an 11.4 per cent participation in the plate mar- 
ket and a 7.7 per cent participation in the structural shape market. 

In January of 1955, you now add to your data for consideration 
the actual market figures—5,300,000 tons in the case of plates and 
4,500,000 tons in the case of shapes, and your actual per cent par- 
ticipation. 

See what a tremendous addition has been made to your knowl- 
edge. Your evaluation of sales performance is now reversed. 
You did a good job on structural shapes and a less satisfactory one 
on plates where you have lost market position. Apparently, some- 
thing needs to be done about improving your forecasting of the 
market. 

Problems frequently arise in another area. People often ask, 
‘‘What is your forecast for 1965?’’ or, ‘‘What do you forecast for 
the next five years?’’ 

Any answers to questions such as these must start with an un- 
derstanding of what it is we are trying to predict. It is surprising 
how often the users of forecasts, and sometimes even the fore- 
casters themselves, don’t know. 

I am going to put on the screen a purely schematic chart which 
will illustrate the several types of future market which we may 
attempt to forecast. I shall refer to each of these briefly and try 
to indicate those which I believe we canand should attempt to fore- 
cast, as well as those which I consider largely, or completely, 
incapable of being forecast. 

On this chart I have plotted the historical market for a certain 
product, year by year, over a period of twenty odd years. It might 
be any product. It might represent the market for that product in 
the entire United States, or in the East, or in the State of New 
York. This particular product happens to show aconsiderable rate 
of growth and fairly wide fluctuations from high years to low years. 
Other products might show more or less rapid growth, and wider 
or narrower year-to-year fluctuations. The market for some 
products in some areas might decline, or even disappear altogeth- 
er. But the line on this chart is typical of many that might be 
drawn, and it will serve to illustrate my point. 

Now, suppose we could all know for certain what is ahead for 
this market, year by year, for the nexttwenty years. The result of 
our magical second sight is represented by the yellow portion of 
the line, extending to 1975. 

What is there about this future market which is truly predicta- 
ble, and what is less predictable or completely unpredictable? In 
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the first place, I suspect that you would agree with me that it is 
completely beyond the realm of possibility to predict that any spe- 
cific year, fifteen or twenty years hence, will be a high year as 
1975 is shown on our chart, or a low year as 1964 is shown. We 
have no way of forecasting what sort of period any given year will 
be, this far into the future; because the factors which cause such 
year-to-year fluctuations are short-range and, therefore, have not 
yet developed. 

We can, however, predict, with some degree of validity, that if 
1975 should be a good year, it would reach the volume at H; if it 
were a poor year, it would scarcely decline below the volume at L; 
and if it were an average year, it would produce the volume shown 
at N. 

Furthermore, we can make such forecasts for any year in the 
future. If, then, we draw lines through our past data and through 
all the H’s, all the N’s, and all the L’s, we can establish trend lines 
which indicate, year by year, the normal, the peaks, and the lows 
to be expected. As we look some distance into the future, it seems 
to me that the points on these trend lines are all we can realis- 
tically hope to forecast. Fortunately, for the sort of decisions 
which as businessmen we make on the basis of such long-range 
forecasts, these points are what we really need to know. If we are 
making decisions regarding the amount of plant capacity that we 
shall need to serve the market adequately in the future, we need 
estimates of peak demand. If we are attempting to evaluate the 
profits which can be derived from new plant facilities over a peri- 
od of years, we need a measure of average, or normal, demand. 

Now, let’s move a little closer to the present. We can forecast 
the sort of markets represented by each of the three lines, H, N, 
and L, for any period in the future, whether one year away or 
twenty. Just as the longer range forecasts of this type provide a 
basis for the planning of facilities and raw materials, the shorter 
range forecasts provide a basis for standard operating plans and 
standard cost systems. 

But what about forecasts of actual markets? Such forecasts 
are, of course, entirely feasible provided the period to be pre- 
dicted does not lie too far in the future. Forecasts one year in 
advance are very common in American industry and are entirely 
capable of accomplishment. Their major use is in making short- 
range plans, usually expressed as operating and financial budgets. 

Forecasts of actual levels, two to five years in advance, are 
also frequently made and have some degree of validity. Such fore- 
casts must be extremely tentative and subject to frequent revision. 
Nevertheless, they are often essential for making decisions, par- 
ticularly those in which timing is involved. 
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Let me dwell for a minute on another area where disagreement 
often arises. Generally speaking, in the industrial field forecast- 
ing methods fall into two major categories. 

One is the over-all approach in which basic assumptions and 
fundamental factors are converted into forecasts of broad meas- 
ures of the economy, such as Gross National Product, population, 
and industrial production, and then into demand for the specific 
product with which the forecaster is concerned. This approach as- 
sumes a continuing relationship or one which is changing in a pre- 
dictable pattern. 

The other general approach is the build-up by specific end uses 
or applications of the future market for the product. For example, 
if the product were coal, we might analyze future use by the steel 
industry, by the public utilities, by the railroads, in heating, etc. 
We would total these up, add a forecast of exports, and have a pre- 
diction of total coal consumption. 


Which of these approaches is likely to produce the best 
result? 


We use both, and I would recommend both whenever feasible. 
The detailed build-up forces the analyst to identify specific end 
uses and to recognize divergent trends which may exist, within and 
among them. For example, the market for a material used in home 
construction may be favorably affected by anticipated growth in the 
number of houses built, and at the same time unfavorably influ- 
enced by some change in technology which is tending to reduce the 
amount used per unit. Or, coal consumption by railroads may be 
declining while use by steel mills and public utilities may be 
rising. 

The build-up approach also permits the analyst to break down 
his total forecast by type of product vitally important in any de- 
tailed planning. For example, steam coal versus metallurgical 
coal. 

On the other hand, the over-all approach also has a contribution 
to make. It establishes a sort of benchmark near which the built- 
up market should be expected to fall, or a range within which it 
may land. In our experience, the two approaches yield rather 
similar results. It would be surprising if they did not, for the 
factors used are interrelated. 

Interestingly enough, however, as we move farther and farther 
into the future, the forecasts produced by the over-all approach tend 
to exceed, by a greater and greater margin, those derived from 
the industry-by-industry approach. This, obviously, is because no 
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one is capable of imagining the new uses for steel which will later 
appear. The past figures on which we are basing our projections, 
however, do include new uses which have developed during actual 
past periods. It is our practice, therefore, in making long-range 
forecasts to place greater and greater reliance on the over-all ap- 
proach as we go farther and farther into the future. 

One of the real problem areas in short-range forecasting of 
industrial markets is the inventory cycle. It is only recently that 
we have begun to understand its true significance for many indus- 
trial products, particularly raw materials. In the last several 
major shifts in steel output, our analysis indicates that as much 
as half of the change from one year to the next has resulted in 
changes from inventory accumulation to de-cumulation and back 
again, 

Let me go through a hypothetical example which dramatizes the 
multiplying effect of this inventory factor. 

Let’s start with a constant flowing pattern of sales, production, 
and purchasing. On the screen you can see that dealers’ sales of 
an item are running at 15,000 a day. The dealers need a thirty-day 
supply in stock to satisfy their customers’ requirements; there- 
fore, there is always a stock of 450,000 units. At the daily selling 
rate, this stock is turned over each month; so the dealers’ monthly 
purchases from manufacturers of this item are 450,000 units. To 
satisfy their dealers’ demand, the manufacturers are operating at 
a monthly production rate of 450,000. Let us say about two tons of 
steel are required to produce this unit. Thus, the manufacturers’ 
consumption of steel, in one form or another, is 900,000 tons a 
month, Actually, many of these purchases may be in the form of 
parts, assemblies, or fasteners; but in our simplified example, we 
are measuring all of these components in terms of the steel used 
in their production. 

Let’s add one more assumption. Let’s say that the flow of 
materials from the material supplier to the final completion of a 
unit ready for the dealer takes about three months. In this period, 
the raw material may have passed through many manufacturers’ 
plants on its way to become a finished part which is assembled 
into a final unit to be shipped to the dealer. 

Therefore, as you can see, this three months’ flow of material 
in the pipeline amounts to the equivalent of 2,700,000 tons of steel. 
Each month, steel producers ship another 900,000 tons of steel 
into this industrial float. 

As long as this balance is maintained, there are no problems. 
Every month dealers sell 450,000 units and buy 450,000 units— 
manufacturers produce 450,000 units and buy material equivalent 
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to 900,000 tons of steel—steel mills ship 900,000 tons a month into 
the processing pipeline of industry. 

Now, suppose the consumer decided not to buy quite so many 
items; say, for one reason or another, consumer demand dropped 
10 per cent, a decline which is not out of line for a consumer du- 
rable item. This means that the daily sales rate of dealers drops 
to 13,500. However, dealers still must maintain a thirty-day sup- 
ply of items so the desirable level of dealers’ stocks falls from 
450,000 to 405,000—they will attempt to liquidate their excess 
stock of 45,000 units. If in the aggregate they are well-informed 
and perceptive, they will cut these excess stocks as soon as possi- 
ble. 

Assuming they are astute, for the next month they will not 
order the 405,000 units which they will sell, but rather they will 
order only 360,000 units—this will accomplish the desired liquida- 
tion of their excess inventories. 

Now, let us move our hypothetical example back to the manu- 
facturers’ level. When all of this is going on, they find their 
monthly production rate is cut to 360,000 units, down 20 per cent 
from last month’s rate—partly as a result of lower consumer buy- 
ing and partly as a result of dealer’s inventory liquidation. 

Production of units still requires two tons of steel of one kind 
or another, so production of 360,000 units will require consump- 
tion of 720,000 tons of steel, down 180,000 tons from last month. 
It still takes about three months to move the raw material through 
its channel to the final point of production; therefore, the desirable 
stock of steel in the industrial pipeline is only 2,160,000 tons, 
down 540,000 tons from the level which was desirable last month. 

In actual fact, it would take some time for the impact of this 
adjustment to roll back on the steel supplier. However, for the 
sake of illustration, let’s say it happens all at once. Last month 
steel mills shipped 900,000 tons—this month consumption is down 
to 720,000 tons. In addition, there are excess inventories in the 
pipeline amounting to 540,000 tons. If this adjustment were made 
all at once, shipments would decline to only 180,000 tons, down 
80 per cent from the previous month. Thus, a 10 per cent decline 
in business at the consumer level has resulted in an 80 per cent 
reduction in volume at the steel mills. 

Obviously, an actual inventory adjustment never works out 
quite in this manner. In our example, for illustrative purposes, I 
have compressed the time it takes to make such an adjustment. 
This illustration is, however, not purposely severe. Just the op- 
posite is true. In this illustration, I have assumed immediate and 
complete recognition of the situation at all levels of production and 
distribution. This ideal situation never exists; the need for 
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inventory correction usually becomes acute before any remedial 
steps are taken. 

This example, though hypothetical, shows how relatively small 
changes in consumer buying can produce major changes in the de- 
mand for an industrial raw material. 

A couple of problem areas have, perhaps, given forecasters 
more trouble in the last few years than any others, 

One of these involves chiefly long-range forecasting. 


How does one forecast changes in technology ? 


I fear that the only honest answer is that one doesn’t forecast 
such changes very successfully. But he can at least be awake to 
their possibility. As I look back over the years, I recall that on 
many occasions when I have been told something was impossible 
technically, it has happened. Conversely, some of the most pub- 
licized developments hailed as “right around the corner’’ have 
moved far more slowly than predicted. It is easy to forecast that 
there will be change and technological progress. Predicting the 
exact nature, impact, and timing is a far different matter. 

Somewhat analogous to major technological changes are basic 
shifts of an economic, social, or political nature. When someone 
tells you that a trend or relationship is absolutely certain to con- 
tinue and bolsters his case with irrefutable arguments, it is time 
to watch out. There are so few certainties that all of them must 
be suspect. 

The other problem area which has proved extremely trouble- 
some recently involves mainly short-range forecasting. 


How does the forecaster move sharply away from existing 
levels when such shifts are in prospect? 


As I have watched forecasts in the past several years and com- 
pared them with what eventually happened, I observe that predic- 
tions of direction have been reasonably good. When the forecaster 
said, ‘‘Demand for this product is going to go up next year,’’ he 
was likely to be right. If he predicted a decline, a drop generally 
occurred, Also, predictions on the timing of turning points, while 
not often accurate to the month, have in a great many cases been 
close enough to be most useful. 

The big failing has been in forecasting the magnitude of the 
change, particularly when it has been sizable. In the fall of one 
year it has been difficult to visualize a change of more than 10 per 
cent in either direction for the next year as a whole. Yet, when 
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major swings occur, experience indicates that, for all but the most 
stable products and industries, they are likely to exceed the plus 
or minus 10 per cent range. 

How can we deal with this problem? First, we must be aware 
of it. Second, we must attempt to learn the reasons for our past 
failures in this respect. When we foresee a major turning point 
in either direction, we must force our thinking away from levels 
of the present and recent past. At such times, it may be far less 
risky to forecast a sizable change than a minor one. 

As I close, I recognize that I have done little more than explore 
some problem areas in industrial forecasting without providing 
any clear-cut solutions. Unfortunately, these are the kinds of 
problems which promise no solution, only continuing analysis and 
hard work as the price of even minor, and halting progress. 


44. “HOW TO MEASURE INDUSTRIAL 
ADVERTISING” 


John T. Fosdick* 


HE topic, ‘‘How to measure industrial advertising’’ is indeed a 

broad one, and it is one that is open to different interpretation 
by each listener. What do we mean when we say, ‘‘measure in- 
dustrial advertising?’’ If we are concerned with a complete cam- 
paign, we may be interested in corporate image or the sale of an 
idea or philosophy. If we are concerned with an individual adver- 
tisement or group of advertisements we may be concerned with 
specific elements such as visibility, impact, believability, or 
proper choice of media. Various methods of advertising research 
can be used depending upon the objectives and of course the amount 
of money available. 

Let’s talk first about Advertising Readership Studies as con- 
ducted for advertisers by many publishers. They provide an anal- 
ysis of individual advertisements ina selected issue of a specific 
magazine and when three or more issues are studied these can 
provide valuable information either on complete campaigns, or on 
relative effectiveness of different advertising techniques. Adver- 
tising Readership Studies are currently available from nearly a 
dozen research organizations. Such studies most commonly meas- 
ure reader reaction in the following categories: 


READERSHIP RATINGS COMMONLY AVAILABLE 


SLIDE 1 

1. NOTED- Indicates attention getting property of ad 

2. HEADLINE- Indicates recall of and interest in 
headline 

3. PICTURES- Indicates recall of and interest in 
pictures 

4. Read SOME- Indicates proportion that start to read 
copy 


*John T. Fosdick, President, John T. Fosdick Associates. 
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5. Read MOST* Indicates the attention holding ability 
of copy 

*Read MOST for most surveys indicates readership of 
over 2 the copy. 


Here is a case history of how one advertiser uses one type of 
readership study to compare his average performance against 
that of his competitors in an attempt to determine the techniques 
which will give him readership leadership. 


SLIDE 2 


MICHIGAN TRACTOR SHOVEL DIV. 
5 Year Readership ratings—CONSTRUCTION METHODS 


1954 20.5% average rating 
1955 20.5 
1956 26.0 
1957 28.5 
1958 34.0 


The advertising agency which prepared these ads, Marsteller, 
Rickard, Gebbardt and Reed, have this to say: 

‘In five years we have increased our rating by nearly 50 per 
cent and in 1958 the Michigan Tractor Shovel average rating was 
more than double the score of our number one competitor and also 
double the average for the total earth moving group. The current 
campaign has also had the highest rating in Rock Products for the 
past seven months,’’ 

During this five year period the advertising has changed in ap- 
proach and appearance. Early ads took a ‘‘nuts and bolts’’ ap- 
proach, showing equipment, while current ads make use of a large 
dramatic picture with a case history giving a specific application 
of the equipment. Here is a copy of one of the early ads. 


SLIDE 3 
(not available for publication) 


And here is a copy of one of the 1958 series. 
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(not available for publication) 


Now this is what gives research men gray hairs. The preced- 
ing example, with ratings based upon a service that gets ratings 
by mail and reports a single interest rating—one score per ad— 
shows this series of advertisements as outscoring everyone else 
in the field; a circumstance that greatly pleases client and agency. 

But in another magazine, using another rating service, which 
reports on noting and readership, a direct competitor writes us 
about how they study readership reports to guide their design of 
top scoring advertising. 


SLIDE 5 


Here is another ad for tractor shovels which ran in 
Contractors & Engineers Magazine in January 1958. The 
advertising manager writes: (Mr. Madison L. Crawford, 
Frank G. Hough Co.) 


Studies showed that these new IMPACT ads were gaining 
greater reader interest than all except one of the crawler 
mounted ads. We hoped to better this so we began to 
analyse other factors and conditions encountered in these 
publications, Not only was it true that rubber tired trac- 
tor shovels had limited application by comparison to other 
types of machines, but it was also true that the readers 
of these major construction publications were made up of 
individuals of varying interests and machine require- 
ments. Among the readers of Contractors & Engineers 
for example we find several different categories of con- 
tractors; various public works groups, contractors, pro- 
ducers of sand, gravel, etc., all with diversified needs. 
Their interests in types of equipment to do these various 
jobs varies from A to Z—No single application, no single 
size or type of machine; is of equal interest to these 
groups. It therefore followed that if we could appeal to a 
greater cross section of the reader audience we would 
gain more interest and higher readership. As a result 
we devised a four-panel-double-page spread with four 
different applications; four different machines or four 
different attachments. The first ad in this style rated 
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number 2 in the Tractor and Tractor Shovel category, 
the second ad was rated NUMBER ONE in the category, 
and the THIRD AD was not only NUMBER ONE in this 
category of Tractors and Tractor Shovels—BUT PRAC- 
TICALLY NUMBER ONE IN THE ENTIRE ISSUE. 

Since this time, we have tried several other ap- 
proaches with varying degrees of success. Because your 
studies, in our opinion, seem to be more complete and 
give us more information we are able to obtain a reason- 
able evaluation of our ads by combining this data with 
other yardsticks—These studies have been most helpful 
in measuring effectiveness of our programs and in guid- 
ing future planning. 


Let me now describe what we call our JOB APPLICATION 
BASED READERSHIP RATINGS. 

Back in 1954 we invited a number of advertising agency media 
research directors to a luncheon to discuss some of the problems 
involved in using advertising readership research. One of the men 
asked how one could compare the following two ads in a magazine 
like Business Week. An electric typewriter ad noted by 24 per 
cent of the readers and a floating crane ad noted by three per cent. 
Was the typewriter ad eight times as good? We know that each 
reader of Business Week might influence purchase or rejection of 
an electric typewriter—so the 24 per cent score has meaning. But 
no figures exist on how many readers ever would buy from or 
work for a company that might buy a floating crane. If this last 
figure was only four per cent of the circulation our three per cent 
score is now 75 per cent of the men at whom the ad is aimed—the 
ad, despite its small score now outperforms the typewriter ad by 
three to one. 

Let me quote Mr. Howard Sawyer, Vice President of James 
Thomas Chirurg Company, writing in Printer’s Ink— 


Job interest is the key factor. In respect to readers 
relations with products being advertised, the audience of 
a business magazine often breaks up into several unlike 
groups. The reader, depending upon ads for information 
useful to his business, and being chiefly interested in 
products pertaining to his job function, SEEKS OUT THE 
AD. The appeal or technique is less of a deciding factor 
in the readership score than the importance of the product 
in terms of the reader’s job interest. Asan example let’s 
take the textile industry (he goes on to say). Reader 
interests are so diverse—because industry subdivisions 
are so diverse and job functions so diverse—that even 
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Textile World in its table of contents takes the trouble to 
indicate each article’s relevance to the interest of five 
classes of readers—SPINNER, WEAVER, KNITTER, FIN- 
ISHER OR ENGINEER, PLUS three types of fiber—COT- 
TON, WOOL OR SYNTHETICS.’’ 


It is for these reasons that our organization, guided by these 
agency research men developed JOB APPLICATION BASED 
READERSHIP SCORES—giving the rating of each ad NOT ONLY on 
the basis of all readers interviewed, but also, more importantly on 
the basis of just those readers interviewed who REPORTED that 
the particular product advertised had DIRECT APPLICATION TO 
THEIR PRESENT JOB—either being used by their company or 
having potential use by their company. 

Let us give a few illustrations of whatone can learn from read- 
ership scores when this additional information is available. 


SLIDE 6 


Here is an advertisement of C. A. Norgren Co., which 
appeared in THE TOOL ENGINEER magazine. Normally 
we would have only scores based upon all respondents— 
and would see that the ad was noted by 35 per cent of all 
respondents. Lower down you will see a square sticker 
headed JOB APPLICATION SCORE—47 per cent. This 
tells us that 47 per cent of the men interviewed stated that 
fluid control values had an application to their present 
job. And IMMEDIATELY BELOW this figure we have 
three scores—NOTED, READ SOME, AND READ OVER 3. 
Here the noted score is 51 per cent. This 51 per cent 
figure is calculated one the base of just those 47 per cent 
reporting job application. By additional arithmetic we 
can quickly see that if 51 per cent of these 47 per cent 
noted the ad, ONLY 21 PER CENT OF THE OTHER 53 
PER CENT THAT WE SHALL CALL NON-PROSPECTS 
NOTED THE AD. Now in place of a single score of 35 
per cent that tells us very little, we have two scores— 


SLIDE 7 


51 PER CENT OF PROSPECTS NOTED THIS AD (and 
26 per cent read some). 

21 PER CENT OF NON-PROSPECTS NOTED THIS AD 
(and only 8 per cent read some). 


Examination of the ad shows a good headline that of- 
fers user benefit and also states what the ad is about. It 
did a good job of SCREENING OUT AND GETTING AT- 
TENTION FROM THE RIGHT READERS from Norgren’s 
point of view. 


SLIDE 8 


Here is a Harshaw Chemical ad from INDUSTRIAL & 
ENGINEERING CHEMISTRY. Again note the scores. 
The NOTING SCORE BASED ON THE JOB APPLICATION 
is 59 per cent vs. 32 per cent for all respondents. When 
we again perform the arithmetic to find out what the not- 
ing was among NON-—PROSPECTS, we find it is 19 per 
cent. This ad, then instead of reaching just 32 per cent 
of the respondents reached 

59 per cent of PROSPECTS 

19 per cent of NON-PROSPECTS 
Here again a specific headline that seeks out the proper 
audience and promises them information and benefit was 
successful in STOPPING THREE TIMES AS MANY PROS- 
PECTS AS NON-PROSPECTS—information which is ob- 
tainable when scores are based upon job application. 


SLIDE 9 


Here is another ad from INDUSTRIAL & ENGINEER- 
ING CHEMISTRY. This time a cute illustration is used, 
and the headline does nothing to try to reach a specific 
prospect audience. Here are the scores: The ad was 
noted by 15 per cent of all respondents, and 54 per cent of 
all respondents indicated they were concerned with pumps 
of the type advertised, so the magazine is delivering a 
good audience. BUT ONLY NINE PER CENT OF THOSE 
REPORTING JOB APPLICATION NOTED THIS AD and by 
arithmetic again we calculate that TWENTY-TWO PER 
CENT OF NON-PROSPECTS NOTED THE AD. This ad 
reached over twice as many non-prospects as prospects. 
This distinction would not have been apparent from a sin- 
gle score based upon all respondents. 


SLIDE 10 


Here is an ad with more copy. It ranin The TOOL 
ENGINEER. Looking at the readership scores we learn 
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that 43 per cent of PROSPECTS READ SOME AND 25 
PER CENT READ MORE THAN HALF. Again we cal- 
culate and find out that 30 per cent of NON-PROSPECTS 
STARTED TO READ AND ONLY SEVEN PER CENT 
MORE THAN HALF. The copy is direct and it soon be- 
comes apparent to the reader that it deals with specific 
products. As a result 35 times as many prospects as 
non-prospects continue to read. The scores are 25 per 
cent vs. seven per cent. 


WHAT ABOUT MEASURING THE IMPACT, BELIEVABILITY 
OR ACTION PRODUCING CHARACTERISTICS OF AN AD? Of 
course this can be done sometimes by coupons or direct sales, 
but such approaches are not always possible or desirable. Here is 
what some people have done. 

Following a standard publication sponsored readership study, 
in order to take advantage of cost savings, some advertisers have 
the research firm ask additional special questions on their par- 
ticular advertising. In one instance these questions were asked: 


1. Did this advertisement create a desire for addi- 
tional information? Why? or Why not? 

2. Did you learn anthing new or beneficial from this 
advertisement? Explain. 

3. Which do you prefer, the catalog type ad, or the 
illustrated single product ad? (Examples of each were 
shown). 


One hundred readers were asked these additional questions. 
Their verbatim comments were reported complete. Here are the 
basic results of this line of questioning. (Magazine Food Tech- 
nology-ads on food additives) 


SLIDE 11 


Prospects only Non-prospects 


Base 58 = 100% 42 + 100% 
NOTED THIS AD 56% 40% 
READ SOME OF TEXT 30% 17% 


LEARNED SOMETHING 
BENEFICIAL FROM 
AD (based only upon 

those who read) 


| 
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and with respect to type of ad 


SLIDE 12 


TYPE OF AD PREFERRED 


Illustrated, single product ad py 
Catalog type ad 30% 
No choice 15% 


Finally, here are some of the verbatim comments received and 
passed along to the client to help him better evaluate the impact 
and believability of this ad. 


I didn’t like the ad because it took too much time to 
read. It is long and consists of too much print. (Re 
the catalog type) 

I like to find technical information such as appears 
in the catalog type ads. Product oriented ads impress 
me the most. I prefer a photograph along with informa- 
tion on use if the ad is about equipment. What I don’t 
like is the publicity type ad about the company’s Great- 
ness. 

It’s not attractive. I don’t like yellow and black. I 
think that is an atrocious combination of colors and 
would never take time to read it. (Cat. ad) 

It tells exactly what these people have. You see 
everything at a glance. You’re not dealing with a con- 
suming public, so the catalog ad supplies more infor- 
mation. In other words the catalog ad tells more about 
what the advertiser is doing, and ways in which the 
product can be used. 


This type of information, costing only a few hundred dollars if 
the advertiser is using a magazine that already employs a gen- 
eral advertising readership service can be most helpful in evalu- 
ating the ad beyond the questions of mere noting and readership. 

I hope that I have provoked some thinking about the different 
ways in which advertising evaluation can be conducted in the in- 
dustrial field. 


45. “COMBINING MOTIVATION AND 
SAMPLING RESEARCH IN STUDYING 
INDUSTRIAL PUBLIC RELATIONS” 


Gerhart D. Wiebe* 


HAT I have to say presupposes, throughout, the availability 

and the use of modern research which combines statistical 
reliability with social science insights. I will use the term ‘‘In- 
dustrial Public Relations’’ as referring to public relations activ- 
ities carried on by firms whose products undergo further proc- 
essing before release to the retail trade. In this sense, we will 
differentiate between Industrial companies and Consumer com- 
panies. 

Perhaps you have noticed, as I have, the discussions of corpo- 
rate images or of general PR programs tend to focus on the plans 
and activities of consumer companies. The unique problems 
faced by PR men in industrial companies tend to receive sporadic 
and less than systematic attention. Because PR men in industrial 
companies do face unique and preplexing problems, what I have to 
say will be addressed specifically to their problems, and, revers- 
ing the more usual procedure, companies that market consumer 
products will be mentioned only for purposes of comparison. 
Once a clear PR strategy is laid out, research techniques can be 
tailored to fit the problems as they arise. But, in taking this ap- 
proach, I have not forgotten my basic role as a researcher. As 
you will see, it is my opinion that research is not only desirable, 
it is imperative in a systematic approach to the unique problems 
involved in projecting a constructive image for an industrial 
company. 

Several years ago, we asked a nationwide representative sam- 
ple of adults if they could think of any large business corporations 
whose actions they usually approved of. Then we asked for names 
of large business corporations that they disapproved of. As you 
can imagine, hundreds of companies were named one or more 
times. But here, classified as consumer or industrial, are the 
ones most frequently mentioned. 


*Gerhart D. Wiebe, Partner, Elmo Roper and Associates. 
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SLIDE 1 
Company Approved Disapproved 
per cent per cent 
A Consumer 8 l 
B Consumer 7 l 
C Consumer 5 l 
D Consumer 
E INDUSTRIAL 4 l 
F Consumer } l 
G INDUSTRIAL 3 3 
H Consumer 
I INDUSTRIAL 2 2 


Without any lists of reminders, nine companies were named as 
approved by two per cent or more of a nationwide sample. Six of 
the nine were consumer companies, three were industrials. 
Among the most frequently disapproved, seven of those same nine 
companies appeared. The three industrials in the ‘‘approve’’ list 
all appear in the ‘‘disapprove’’ list, and while they were toward the 
bottom of the ‘‘approve’’ list, they led the ‘‘disapprove’’ list in 
frequency of mention. 

Three points seem important for our present discussion, 


First is the familiar finding that consumer companies 
lead the list in general public approval. 

Second, that among all the great corporations, con- 
sumer and industrial, three industrial companies do 
appear among the top nine companies. 

Third, that seven of the nine most approved com- 
panies were also the seven most disapproved companies 
illustrates the hazard of becoming highly visible as a 
company. 


First, consumer companies enjoy a preferred place in public 
esteem. In a very real sense, a company puts a PR message into 
an American home every time it sells a good product at a fair 
price. And our big consumer companies got big by doing just that. 
The product or service talks for the company as the consumer 
uses it. Furthermore, consumer advertising plays a significant 
PR role for consumer companies. While advertising plays its 
primary role in moving potential buyers toward the point of buy- 
ing, we know that advertising also reassures the person who has 
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already bought; and so, until a replacement purchase is appropri- 
ate, advertising serves the PR function of sustaining in the con- 
sumer a feeling of pride, confidence, and satisfaction in having 
affiliated himself with a fine company by purchasing its product 
or service. 

For these and other reasons, it is understandable, indeed it 
seems to me inevitable, that so long as they sell good products, 
consumer companies enjoy an initial PR advantage over industrials 
vis-a-vis the general public. The nub of that advantage lies in 
the frequent and satisfying first hand experience that people have 
with consumer products in their everyday lives. 

The second point, namely that three industrials did show up 
among the top nine companies, shows that this advantage is no rea- 
son for industrials to resign themselves to anonymity or to a drift- 
ing and uncharted stigma of vague public disapproval. Industrial 
companies can be among the leaders in public esteem. 

The third point is hat once a corporation emerges from the 
general limbo of big business and becomes widely known among 
the public, it is likely to become relatively prominent on both the 
approved and disapproved lists. 

Two of our three industrials were mentioned as disapproved 
as often as they were mentioned as approved. One was approved 
four times as often as it was disapproved. Anonymity has its at- 
tractions. But ina society where strikes, investigations, or scan- 
dals can project a company into the nation’s headlines overnight, 
there can be little doubt that a backlog of public approval is de- 
sirable, simply as insurance if for no other reason, A second 
reason that industrial companies should project their corporative 
image to the public with care, is that stockholders, like con- 
sumers, like to see and hear about how well they have invested 
their money. In our affluent society, the number of stockholders 
and particularly the number of small stockholders is increasing 
rapidly. These people, who have little background or sophistica- 
tion in corporate finance, are spread throughout the country and 
come from all segments of the socio-economic scale. The need 
to reinforce their confidence in the company, and to recruit more 
stockholders like them, has stimulated interest in full scale PR 
programs addressed to the general public. 

Thirdly, the advancing technology of American industry has 
promoted rigid and standardized specifications for industrial 
products. This rigidity has diminished, and in many cases, com- 
pletely washed out differences in the industrial products offered 
for sale by competing companies. In this situation, peripheral 
im»vressions and the general reputation of the industrial company 
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often affect buying decisions through indirect and secondary ave- 
nues of influence. 

These reasons would seem to be sufficient to demonstrate the 
limitations of the ‘‘silence is golden’’ point of view. But there is a 
fourth reason for industrial companies to have a PR program ad- 
dressed to the general public—namely the skepticism and even 
suspicion that many people feel toward the big business community 
as a whole. 

On several occasions, we have asked nationwide representative 
samples of people how they feel about government regulation of 
business. Most recently, we asked this question in early 1957. 
Here are he 1957 responses together with those from a nearly 
identical question that we asked in 1939. 


SLIDE 2 
How do you feel about government and business to- 


day—do you think there is not enough government regula- 
tion of business, too much, or just about the right 


amount? 
1957 1939 
per cent per cent 
Too much 34 38 
About right 34 18 
Not enough 17 32 
Don’t know 15 12 
100 100 


Similar questions asked from time to time during the inter- 
vening years bear out the general direction of the change shown 
here. Those thinking too much government regulation exists have 
remained about at around 35 per cent. Those thinking the amount 
of government regulation is about right have nearly doubled, and 
those thinking there is not enough regulation have dropped by near- 
ly half. The general trend, during this period that saw the rise 
and consolidation of big labor, and that certainly saw significant 
advances in business statesmanship, has been not toward less 
regulation, but toward the middle position—toward the feeling that 
government regulation of business is right. I have found no study 
during the past twenty years where as many as 50 per cent of a 
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national cross section sample voted for less government regula- 
tion, and I would speculate that, with mergers and vigorous corpo- 
rate growth dominating the current scene, that 34 per cent who 
say ‘‘About right’’ would be none too stable in time of trouble. An 
increase in sentiment for more government regulation cannot be 
dropped from the list of realistic possibilities. 

Much remains to be done in convincing the American people 
that the business community takes its corporate citizenship seri- 
ously. This responsibility devolves particularly on industrial 
companies which have no first-hand interaction with the public 
through their products. 

It is becoming increasingly clear that a broad gauge PR effort 
to enhance a company’s standing in the public mind is not only a 
business asset. It is also both a social responsibility and a gen- 
eral business responsibility that should be more equitably shared 
among the members of the business community. 

So far I have argued that in spite of a natural PR advantage en- 
joyed by consumer companies, industrial companies can, and 
should, play an increasingly active role in promoting general pub- 
lic esteem for themselves and for the business community as a 
whole. This trend is already clearly in evidence. 

Granting that more industrials ought to become involved in this 
business of winning public support, PR men must prsent manage- 
ment with a plan for action that holds out promise of success. One 
such plan can be summarized under two points: 


1. Chart the existing company inage among the public. 
2. Build a PR program that modifies this image in the 
direction of conformity with company objectives. 


The physical scientists teach us that nature abhors a vacuum. 
It is similarly true that the human mind abhors a label without 
meaning. I am not suggesting that people invariably search for the 
correct meaning of words or symbols. What I am saying is that 
there is a natural, and almost unavoidable, tendency for humans 
to attach some meanings accurate or not to a stimulus. 

Given a company name, for example, people spontaneously as- 
sociate meaning with it. They embellish it with associations, 
drawing on fact, fancy, impression, impulse, or memory in such a 
way as to round out a package that fits, in terms of their experi- 
ence, with the label. Thus, you never start from scratch in shap- 
ing a corporate image in the minds of the public. 

Management has invested hundreds of thousands of dollars 
trying to project themes that the public rejected as either 
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unbelievable or irrelevant because these themes were in blatant 
contradiction to well developed preconceptions among the general 
public. The intention may be good, and the messages may be 
authentic down to the last comma, but it is shortsighted to attempt 
to project a company image without investigating what people al- 
ready think. 

Suppose we think, for the moment, of Company X, an industrial 
corporation that is big, but not one of the twenty biggest—a corpo- 
ration that has not had a general PR program addressed to the 
public, and that is, consequently, not especially well known. The 
public’s picture of Company X is already partly painted before the 
company does anything special about it. Two factors are almost 
certainly already painted into the company image. The first is a 
syndrome of attitudes toward big business in general. The second 
is a pattern of public attitudes toward the particular industry to 
which Company X belongs. 

I have a few figures that show a little of the partly painted pic- 
ture that one company found as it assessed the situation into which 
it must project its company image. We asked a nationwide cross 
section to look at a list of words and tell which three or four best 
described the way they felt about Big Business generally. Here is 
what they told us. 


SLIDE 3 


The three or four words that best describe the way the 
respondent feels about Big Business 


Approve 3 Distrust 1] 
Have confidence in 29 Fear 7 
Respect 27 Dislike 5 
Admire Resent 
Look up to 18 Hate .8 
Support 15 None of them 2 
Indifferent to 15 Don’t know 17.5 
Trust 11 


The favorable words were much more frequently selected than 
the unfavorable ones. The general sentiment toward big business 
was comparatively good. 

Incidentally, this has not always been true. To give you some 
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idea of the improvement in the general sentiment toward Big Busi- 
ness that companies currently enjoy, here are a few figures show- 
ing what companies had to start with twenty years ago. 


SLIDE 4 


Here is a list of criticisms which are sometimes directed 
at Big Business organizations. As I read each one, tell 
me whether you think the charge is true, partly true, or 
untrue, (1938) 


True, or Don’t 
Partly true Untrue know 


( Uj ( 
A ( /0 


1. They are arbitrary in 

their treatment of 

labor 51 31 18 
2. They influence legisla- 

tion by lobbying and 

bibery 62 14 24 
3. They kill off small com- 

petitors by their pricing 


policies, etc. 72 ily 11 
4. They pay excessive sal- 
aries to their heads 63 21 16 


Times have changed, and today Company X starts with a herit- 
age of favorable public sentiment toward large corporations. 
Company X’s PR man has learned that so far as the company is 
perceived simply as a big corporation, people’s predispositions 
and preconceptions will be on the favorable and friendly side. 

But the company will not only be perceived as a Big Business, 
it will also be perceived as a member of its particular industry. 
Even though an industrial company may not place great PR em- 
phasis on its product, the product will normally receive some at- 
tention. 

Here are a few figures from a natiowide study that illustrate 
the very different ideas people had about two competing industries 
composed of industrial companies. 


= 
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SLIDE 5 


Industry Industry 
A B 
( 
Has the best relations between 
management and labor 27 2 
Cares the least about the good 
of the country as a whole 4 3a 


Industry A has a good general reputation. Industry B has a bad 
one, 

Suppose the Company X belongs to Industry B. Then the PR 
man knows that although sentiment toward Big Business is relative- 
ly favorable, sentiment toward his particular industry is relatively 
hostile. Since Company X is only beginning to clarify its image 
among the public, he must calculate his first themes anticipating 
a good deal of skepticism among the public. 

Here is some more detail on public impressions of the same 
two industries. 

Respondents selected three or four of the most descriptive 
words from a list. Only part of the list is shown here. 


SLIDE 6 


Industry Industry 

A 
High Wages 30 16 
Good future 31 8 
Modern 29 5 
Progressive Businessmen 24 | 
Discontented Workers 13 16 
Old Fashioned 1 11 


The public often seems to pass over available and reliable 
sources of information in the process of image building, and to 
draw on strange and unexpected facets of experience. A series of 
speeches by the company president, which had been widely ac- 
claimed in the business world, had little or no impact on the 
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general public, but a pun meaning of a word in the company name 
was a significant factor in the general public impression of the 
company. 

Rational or not, it is important to scout the existing image 
among the public—more important perhaps than it is for one base- 
ball team to scout the material and the tactics of an opponent. 

Those who have worked in the mass media know that it is futile 
to argue with public opinion. Nobody likes to lose an argument, 
and mass media audiences always can win simply by turning the 
page or by flipping the dial. The task in successful image building 
is to lead opinion gradually from where you find it toward where 
it ought to be. Obviously this task can not be systematically 
tackled until existing opinion among the public is identified. 

Once the existing image has been charted, the true creativity 
of the PR man comes into play for he must then attempt to build 
campaigns that satisfy four criteria. 


SLIDE 7 


1. His themes should avoid blatant contradiction of 
public preconceptions. 

2. His themes should engage general interest and at- 
tention, 

3. His themes should enhance public approval of the 
company. 

4. His themes should move the public image of the 
company toward common ground where company interests 
and public interests converge. 


The first criterion requires no further discussion. 

The second criterion, while as familiar as ABC, can hardly be 
overemphasized, 

Comtemporaryv Americans are deluged with so many messages, 
so many bids for favorable attention, that they seem to erect a 
protective screen around themselves. Housewives and shopkeep- 
ers just don’t get very excited about the efficient production of 
chemicals, steel, gypsum, or machine tools. Such products don’t 
cut through to most people’s consciousness with much significance. 
Let me remind you of the PR advantage enjoyed by consumer com- 
panies. The essence of that advantage is that the consumer’s 
pleasure or satisfaction in using the product serves as an anchor 
in reality—an anchor in first-hand personal experience around 
wnich the company image takes shape. 
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Mary Smith elaborates an image of the Campbell Soup Com- 
pany. All sorts of odds and ends of feelings and experiences are 
available for elaborating that image. In this sense, the consumer’s 
image of a consumer company may be said to be product bound. 
The image of an industrial company is not similarly product 
bound because Mary Smith has no similarly meaningful personal 
experience with polyethylene or steel plate or shipping containers. 
She accordingly is left without this nucleus of firsthand experience 
around which to build her image. If this situation poses a problem, 
it also offers an opportunity. The industrial PR man is free to 
capitalize on any theme in modifying the company image so long as 
he chooses among themes that engage interest and attention among 
the public and that are reasonably congruent with the existing 
image. 

The PR man at the Campbell Soup Company would experience 
some difficulty in harmonizing his products with the conquest of 
space. But the PR man in Company X, whether that company 
mines a mineral, makes small instruments, processes building 
materials or fabricates steel, is free to choose among the conquest’ 
of space, modern art, classical wisdom, the American standard of 
living, security for the aged, or a thousand other themes regard- 
less of their relationship to the company product. 

The third criterion would appear to be self evident, but perhaps 
it is worth emphasizing the observation that what seems enhancing 
to the PR man and his management may or may not increase com- 
pany prestige among the public. Producing a good product, selling 
it in increasing quantities, and showing a fair profit is at the core 
of any company’s objectives. Companies that achieve this objec- 
tive certainly have legitimate reason for talking about it. But this 
story may well be a dud compared to providing schools and free 
lunches for the children of native workers in a foreign subsidiary. 
A business success story may fail to penetrate the resistance that 
Mary Smith erects to fend off things she considers unimportant. 
But a story about in-service training and internal promotion for 
young employees may fairly leap out of the page and reorient 
Mary Smith’s image of the company because it resonates needs, 
interests, and values that are important to her. 

The fourth criterion was that PR themes should move the pub- 
lic image of the company toward common ground where company 
interests and public interests converge. It seems to me that this 
point, above all others, tests the calibre of the PR man and his 
program. 

PR programs and corporate image building have sometimes 
been branded as excessively manipulative and even as deceptive 
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by those who view these processes from the outside. And PR 
activities have sometimes been dismissed as extravagant puffery 
by members of corporate management. To the extent that these 
charges have been valid, I believe they have been provoked by 
instances where this fourth criterion has been neglected. 

A company is, or ought to be, a unified, cohesive, singular 
organizaton. Of course it will show different interests and em- 
phases on different occasions and to various people. The com- 
pany president shows different interests depending on whether he 
is talking to his engineers, his salesmen, his wife, or the corner 
grocer. But he is always the same man. The same observation 
holds true in corporate public relations at its best. A basic body 
of policies and objectives, a fundamental outlook on American So- 
ciety shows through, suffuses, and identifies the company as a 
unique organization regardless of the particular point from which 
it is viewed. The essence of a company should be as consistently 
recognizable as is the personality of its president. This essence 
of the company, this central core of policies and objectives, pro- 
vides the PR man with a bona fide company personality which 
every PR message should reflect in one way or another. 

With this anchor point in the reality of the company, and with a 
clear vision of the public’s image of the comapny, the PR man 
works his science and his art in gradual process of change that he 
might paraphrase in these words: ‘‘I am gradually getting the pub- 
lic to recognize our mutual interests. And as they know us better 
on these points of mutual interest, they like us better as a whole 
corporation,’’ 

The need for careful and imaginative research in the process I 
have outlined is apparent and requires only very brief discussion. 

A large modern corporation is supported or jeopardized by the 
whole of the country’s electorate. Its general reputation is of 
crucial importance. The tested and refined measurement tech- 
niques of survey research are essential. Large sample research 
with its statistical reliability is required to measure general 
sentiment with a useful degree of accuracy. But the concepts with 
which public relations must deal tend strongly toward the sub- 
jective, the emotional, the intuitive. We have repeatedly referred 
to feelings, hunches, impressions, memories. The investigation of 
such concepts requires the most sensitive application of modern 
social science techniques and insights. It follows then, that re- 
search that combines statistical reliability with social science 
insights, is a basic tool in the understanding and promotion of 
public approval. 


| 
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B. Research Techniques of the 1960's 


46. “STATEMENT ON ADVERTISING 
RESEARCH TECHNIQUES” 


Pettersen Mayrzoni, Jr.* 


T is sheerest understatement to say that it is a presumption to 

attempt an intelligent discussion of advertising research tech- 
niques of the 1960’s. This feeling, certainly not uniquely my own, 
stems from an awareness of the strong suspicion in some quarters 
that we don’t really know what these techniques have been in the 
1950’s. 

Be that as it may, the major demands that will be made of re- 
search on advertising during the next few years are already rather 
clearly apparent. Research practitioners as a professional group, 
first of all, possess the competence to extrapolate and refine our 
current methodologies where they may seem applicable to the 
problems of the 1960’s and, secondly, but of much greater impor- 
tance, we are sufficiently humble to recognize and accept avidly 
helpful and urgently-needed assistance from other disciplines of 
a more formally scientific nature. 

A word of explanation may be in order here. While I am re- 
search director for a large advertising agency, by no means all— 
probably not even half—of the activity of myself and other agency 
directors is concerned directly with advertising research per se. 
That is, copy testing—even in a broad sense—and media analysis, 
the mainstays of advertising research, constitute only a minor 
portion of research on advertising, even today. Certainly, in their 
current form, however cleverly embroidered and elaborated, they 
should play an even less substantial part in research on advertis- 
ing in years ahead. 

Advertising itself is merely one element among many in any 
over-all marketing strategy and obviously, at times, it is by no 
means the most important element. As the marketing concept con- 
tinues to gain enthusiastic acceptance among advertisers, and as 
agencies continue to expand their functions into other vital areas 


*Pettersen Marzoni, Jr., Director of Research, D’Arcy Advertising Company, 
Inc., New York. 
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of marketing besides advertising, then research on advertising 
must become far more closely integrated with other research on 
marketing than is generally the case now. 

And it seems inevitable that as marketing and analysis of mar- 
keting effectiveness come more and more to be put on a formal— 
not to say ‘‘scientific’’—basis, then so must advertising and analy- 
sis of advertising effectiveness come likewise more and more to 
such a basis. 

This is not merely a research director’s dream of Utopia, with 
inkblot tests and matrix algebra replacing costly and tempera- 
mental copy writers and art directors. For quite the contrary is 
true. The veal impetus for increasing formal rigor in developing 
and evaluating marketing effectiveness generally and advertising 
effectiveness specifically has come, is coming, and will continue 
to come steadily from business managements which must justify 
to their stockholders soaring expenditures for marketing, includ- 
ing advertising. 

Furthermore, assuming for the moment that researchers and 
other marketing people are successful in developing scientific 
marketing principles, or mathematical models, or what-have-you, 
that can enable each advertiser’s marketing strategy to be on fair- 
ly even terms with every other advertiser’s strategy, then the 
creative people will really come into their own, For, while opera- 
tions research may very well help to understand how, where and 
when to spend dollars most efficiently, mathematics, symbolic 
logic, or any other kind of logic will not be even an adequate re- 
placement, much less a more effective replacement, for true, 
creative, human inspiration; when it comes to developing ideas that 
will influence human behavior. 

Here is the central crux of the challenge that faces research on 
marketing and research on advertising in the 1960’s. There is no 
question that application of rigorous scientific method to some 
marketing problems in the next few years will pay large dividends; 
either in the form of actual dollar savings, or as increased sales 
volume and profit per marketing dollar spent. But the types of 
marketing problems in the future will be such as these: product 
mix, or inventory and distribution control, or geographic alloca- 
tion of promotional dollars against market potential or utilization 
of sales manpower. Each of these phases of marketing deals es- 
sentially with tangible physical entities: manufacturing costs, 
freight costs, storage areas, deterioration times, dollars, hours, 
miles, etc. These are entities that are rather easily susceptible to 
logical, mathematical manipulation and optimization. 

But the only real goal of every marketing strategy is to transfer 
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goods or services, for growth and profit, into the hands of the ulti- 
mate human consumer. Thus, by definition, large and important 
portions of the marketing process run head-on into what is called 
“differential human reaction.’’ And this is not, not currently at 
least, a tangible, physical entity rather easily susceptible to logi- 
cal, mathematical manipulation and optimization~—except, perhaps, 
in the hands of life insurance actuaries where the Law of Large 
Numbers prevails. 

Advertising, merchandising, packaging, product formulation and 
those other elements of the marketing process that are directly 
involved with differential human reaction do, generally speaking, 
somehow achieve useful, even profitable, results, however effi- 
ciently or inefficiently invarious instances. In numerous instances, 
and through a wide variety of quasi-scientific approaches, a quan- 
tity of data can be amassed that, we believe, give us some indica- 
tion of the degree of efficiency achieved. There are even cases 
where some of us feel hopefully that we have gleaned fragmentary 
understanding of why the result was achieved. 

However, it’s a fair statement that none of us, up to now, has 
felt competent to synthesize these bits and pieces of data relative 
to differential human reaction, as it is evoked by advertising and 
the rest of the marketing complex, into a coordinated, annotated 
philosophy that can explain how and why marketing achieves re- 
sults at any level of efficiency. To serve our purposes or, rather, 
the purposes of business management it is not expected that any- 
thing analogous to Einstein’s General Theory of Relativity, nor 
even so close an approximation to truth as Newtonian mechanics 
will be revealed right away. 

We do require, however, a unified framework of hypotheses re- 
lating at least all the major elements of the marketing process— 
put together in such a way that they may be subjected to rigorous 
scientific test. There will be no shortage of well-heeled experi- 
menters, eager to pick at, break down, and improve on this initial 
structure. 

So, if you can think of anyone on the level of, say, Copernicus, 
let it be known that we urgently need him—and soon. Otherwise, 
I’m afraid, the advertising research techniques of the 1960’s, no 
matter how they proliferate in number and subtlety, will be re- 
markably alike in kind to those of the 1950’s. 


| 
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47. “MARKET RESEARCH TECHNIQUES 
OF THE 1960°S” 


G. Wallace Robb* 


believe that the 1960’s will bring a renewed interest in the bas- 

ic tools of Sales Research and improvements in the fundamen- 
tals of the science. By basic tools, I mean some of the things 
many of us have been too proud to work on for many years. 

Market Research, as a profession, is growing up—and in the 
1960’s will be reaching maturity. In the 1950’s the profession has 
been passing through its late adolescence—with all of the usual 
symptoms: 


intelligence 

alertness 

recklessness 

laziness 

self-confidence, and at the same time, 

a fear of inadequacy—an inferiority complex, if you wish 


We have our share of honor students and our full share of juvenile 
delinquents, but mostly we are the conformists who run with the 
crowd, During our adolescence, advanced methodology has out- 
stripped the understanding of 90 per cent of the practitioners. Yet, 
this same 90 per cent has almost felt professionally ashamed to 
spend time on such elementary problems as sales analysis, sales 
quotas, and salesmen’s routings. As a result, too many research- 
ers have been working over their heads, straining to justify their 
professional status (and incidentally, their budgets). There has 
been much bad Market Research, along with the good. 

But with the approach of maturity—and it’s coming soon—Mar- 
ket Research will settle into its proper position as a management 
aid, rather than an academic excursion. This maturity, I believe, 
will bring us back to the original interests of Market Research. 
And one of these early interests was Sales Research. 

Most certainly the 1960’s will see increasing demands on Mar- 
ket Research—and technical improvements over the whole field. 


*G. Wallace Robb, Senior Analyst, Eli Lilly and Company. 
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But I feel confident that some of the most important work will be 
in the direct labor-saving areas such as saving salesiuen’s time 
through improved techniques in routing salesmen and scheduling 
salesmen’s day-to-day work load. This will also mean a renewed 
interest and improvements in our sales analysis and customer 
analysis techniques and in the entire field of developing Market 
Potentials. 

Labor costs will continued to skyrocket—and in marketing, this 
means that we must get increased mileage from each selling hour. 
We read a great deal about the costs of idle plant. It appears to 
me, however, that a much more serious cost~—and perhaps indus- 
try’s greatest waste—is ‘“‘idle selling capacity.’’ Our forces of 
distribution cannot continue indefinitely to operate at 25 per cent, 
50 per cent, or even 75 per cent of selling capacity. 

A couple of years ago Chemical Week reported that the typical 
chemical salesman spends four and one-fourth hours a day, face 
to face with customers—half a day actually selling. Management 
Review reported that a typical salesman who calls on wholesalers 
spends 16 per cent of his time in specific product selling. 

Even a slight improvement can greatly reduce the labor costs 
of selling. The increasing importance of labor costs of selling 
will also mean renewed interest in salesmen’s compensation. 

Wally Yoder pointed out a few minutes ago that business is go- 
ing to have to be as efficient in getting goods to the market as 
manufacturers like G. E. and Westinghouse are in producing them. 

That is the challenge of the 1960’s. 


48. “BEHAVIORAL RESEARCH AND 
MARKETING IN THE 1960'S” 


Wallace O. Yoder* 


Y now it is generally agreed that the next ten years will consti- 

tute the most highly competitive period that American business 

has faced since the thirties. The honeymoon of the postwar period 

in which we were able to dip into stored purchasing power plus 

high wages and liberal credit plus strong government spending 
probably ended over a year ago. 

To meet the competitive pressure of the next decade a business 
must be able to sell its products as efficiently as it produces them. 
In a way this is what the ‘‘marketing concept’’ is about. Survival 
and profit in the 1960’s requires putting the marketing concept to 
work. This implies recognition of the integral nature of many 
marketing and production decision areas. It means market-orien- 
ted, or customer-oriented production. It implies also the need for 
internal coordination of the total marketing program, an activity 
which involves the product, pricing policies, channels of distribu- 
tion, advertising and promotion, and selling effort. 

The kind of coordinated marketing program which some of us 
visualize can be initiated only in light of specific marketing goals 
arrived at after consideration of the total market situation in which 
the firm finds itself. These goals can be realistically developed 
only as we use our research facilities to provide us with the best 
knowledge available. 

We need to make greater use of the improved Census and B.L.S. 
data to enable us to develop better approaches to the problems of 
geographic market segmentation. To discover new markets we 
need further to explore the possibilities of social groupings and 
social interaction as bases for setting up specific market targets. 
We need to explore every avenue of approach which will make our 
analysis of markets more meaningful in developing marketing 
programs which will operate effectively. 


Behavioral Research and the Market Situation 


Basic research in the behavioral sciences can contribute a 
great deal to our understanding of the total market situation in 


*Wallace O. Yoder, Associate Professor of Marketing, Indiana University. 
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which our firm finds itself. As I see it, this total situation has 
three aspects of which the first is the market itself, that is, the 
people with money, the customers whose needs we are trying to 
meet with money profits to ourselves and functional and psychic 
returns to them. Secondly, the situation includes, perforce, our 
competitors, particularly our close competitors, but also those 
who offer indirect competition for the customers’ dollars. Finally, 
we ought to look at our own firm as part of the market situation. 

We can use a good many of the techniques of the social sciences 
in our attempts to understand the underlying socio-psychological 
values which are held by different segments of the market. Per- 
haps we may even by the end of the 1960’s be able to isolate mar- 
ket segments in which the basic homogeneities are predominantly 
psychological. We need to know a lot more about the kinds of self- 
images which customers hold as users of different kinds of goods, 
as owners of certain kinds of property. We should be aware of 
the changes in these product—self-image relationships. No doubt 
these images can change and change rapidly in relatively short 
periods of time, and they can be manipulated. This becomes in- 
creasingly important in the rapidly developing cross-industry 
substitution in major market areas. 

Psychological research can be particularly useful in depicting 
customer attitudes toward our competitors, the frequently unre- 
vealed but nevertheless important identifications which people 
make with some companies and with the symbolic representations 
of these companies, 

Our understanding of our own place in the total-market situa- 
tion can be enhanced by evaluating the psychological factors in our 
firm’s relation to its customers, particularly as customers have 
an image of our front line personnel, our sales force and our dis- 
tributors. Many aspects of customer relationship can only be de- 
scribed in terms of symbol acceptance or rejection. 

As part of a program to use whatis best in behavioral research 
we must also understand how we (the people in the firm) regard 
our own organization. Attitudes of this sort can rarely be uncov- 
ered except by some form of psychological research. Sociological 
techniques furthermore can be used to identify the real leaders 
within the organization as well as the social status considered 
necessary to positions of power. 


Behavioral Research and the Coordinated Marketing 
Program 


I have suggesteda few uses of behavioral research in deepening 
our general understanding of three aspects of the market situation. 
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For a coordinated marketing program directed at one or more 
specific market segments, however, the techniques of the social 
sciences can be used to make the marketing program more effec- 
tive. 


Behavioral Research and the Total Product 


We have been accustomed to assume that there is a real differ- 
ence in kind between so-called ‘‘basic’’ drives such as hunger and 
sex which are known to be triggered by changes in the chemical 
balance of the body and the psychological drives which influence 
our purchase activities in the ‘‘affluent’’ society to which we have 
become accustomed. Perhaps we need to abandon this dual ap- 
proach or at least to examine it more carefully. Perhaps the only 
real values which a buyer gets from any product or service are 
psycho-physiological values involving restoration of chemical bal- 
ance within the body of the individual which occurs because the 
purchase action has released pent-up psychic tension. These psy- 
chic tensions may have many originating influences of which we 
are as yet relatively ignorant. Some of them may be social or 
group-oriented while others are peculiar to individuals. We need 
to know and to be able to identify the sources of these drives and 
also to know how typical these sources are. 

Furthermore, in considering product design, packaging, color 
and shape we need to know whether some shapes, colors, and con- 
figurations are symbolically attractive or repulsive. I am inclined 
to believe that a major contribution which behavioral research can 
make, may be in helping us to avoid egregious errors in design as 
well as in the symbolism with which we attempt to endow the phys- 
ical product itself. 


Behavioral Research and Pricing 


As far as I am aware, little has been done to use behavioral 
techniques in pricing research. We think we know that, at least 
for some types of goods, prices which are really bargains in terms 
of cost have been rejected by consumers as creating a feeling of 
inferiority in the purchaser. In these cases the price is inconsist- 
ent with the psychic value which buyers associated with the prod- 
uct. I think this area of psychological research needs considerable 
exploration. Consumer trust or distrust of the pricing policies of 
some firms is another phase which seems capable of yielding to 
socio-psychological investigation. 


— 
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Behavioral Research and Marketing Channels 


Some people prefer to identify their purchasing patterns with 
certain types of outlets. In the process of experimenting with dif- 
ferent methods of identifying workable market segments we need 
to know the psychological bases for this type of outlet-customer 
identification and its converse, the tendency of certain groups or 
classes of customers to disassociate themselves from stores which 
do not meet their own picture of themselves. 

Similarly through every channel of distribution there are prob- 
ably socio-psychological reasons for the failure or success of 
some links in the chain of distribution which we have overlooked. 
Not all of our preferences for certain methods of reaching market 
segments can be explained in terms of habit, tradition or other 
inertial factors. 


Behavioral Research and Advertising 


It has been largely in the realm of advertising appeals, copy 
preparation, and art that much of the psychological research tech- 
niques have thus far been applied. Quite probably this is likely to 
continue into the 1960’s. A major contribution can be made if we 
avoid using appeals, symbols, and color combinations which will 
clash with widely held underlying psychological biases. Particu- 
larly, we need to be cautious when we attempt to reach specific 
ethnic or age groups. Here, we may have to draw more heavily on 
the cultural anthropology approach to understanding the behavior 
of groups of people in specific settings. 


Behavioral Research and the Sales Force 


Thus far in selecting and training our sales forces we have 
relied primarily upon generalized psychological testing and so far 
as Iam aware, done very little to discover the basic psychological 
relationship of the salesman and his firm, the salesman’s actual 
but concealed feeling toward himself as a salesman, the real image 
which he has of the firm he works for and its products. 

Realization of the extent to which psychic and social satisfac- 
tions or dissatisfactions are pertinent to personal success can help 
mold a sales force which can continuously do a more effective job. 


Technological Developments Required for the 1960’s 


Many of the present techniques, useful as they are for explora- 
tory purposes and for suggesting additional hypotheses in specific 
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problem situations, do not provide the extensive information needs 
suggested above. 

First of all, I would like to see the establishment of some sort 
of clearing house for information on the results of any basic re- 
search in any of the social sciences. Even a comprehensive bib- 
liography sponsored by the American Marketing Association would 
be a start. 

Secondly, I should like to see further experimentation in broad- 
ening the application of some psychological research methods to 
provide much better quantitative measures of underlying motiva- 
tions and attitudes than we now have. Thisis really a plea for bet- 
ter and less costly psychological data. 

In the third place, I should like to see us review more carefully 
what the psychologists really know about the learning process and 
to be sure that in throwing out the bathwater of behaviorism we do 
not also throw out the baby. 

Fourth, I should like to become more easily aware of what the 
cultural anthropologists, at least those who are willing to study 
our culture as it exists and as it evolves, have to say about the 
patterns into which our culture falls and the directions which these 
patterns are likely to take. 


Cc. Analyze Your Distribution Costs 


49. “DISTRIBUTION COST ANALYSIS 
PROCEDURES” 


Thomas J. McGann* 


Definition 


ISTRIBUTION Cost Analysis may be defined as that branch of 
accounting and of marketing which is concerned with the or- 
ganization of marketing cost data in ways most useful to marketing 
management decisions. It is designed to reveal sources of profits 
and losses in the various segments of a marketing business and to 
show points of inefficiency in marketing operations. Appropriate 
organization of cost records makes it possible toreview marketing 
policies, methods, procedures, and activities in terms of their ef- 
fect on cost and income. It also facilitates appraisal of the prof- 
itability of changing policies and procedures. It parallels in many 
respects the field of factory cost accounting. Factory cost ac- 
counting, as you know, is regarded as an indispensable tool of 
production management. 


A Growing Interest in Distribution Cost Analysis 


The past few years have witnessed a striking growth of interest 
in, and application of, Distribution Cost Analysis on the part of 
American manufacturers and wholesalers. There are many rea- 
sons to expect the growth to continue. Let me list just a few of 
these reasons: 


1. The spread of the marketing concept. Company after com- 
pany has realized that its operations must be geared to the market 
for its products. It must be customer-oriented, planning its prod- 
ucts, its policies, and its operations on the basis of market re- 
quirements in an increasingly competitive environment. This re- 
orientation places new emphasis upon marketing and upon all that 
goes into the marketing process. Insofar as Distribution Cost 
Analysis provides an extremely valuable tool of marketing man- 
agement, its broadened application is to be expected. 


*Thomas J. McGann, Consultant. 
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2. The spread of scientific methods in business. There is less 
and less inclination to direct the affairs of a corporation ona 
“‘seat-of-the-pants’’ basis. The rapid expansion of marketing re- 
search is evidence of this, for business men have learned that 
usable facts are to be had. They are learning now that facts on 
costs and profits are equally accessible through Distribution Cost 
Analysis, 

3. The new generation of business managers. The new genera- 
tion of business managers includes a larger share of graduates of 
our schools of business. These schools not only emphasize the 
use of tools in management but also give courses in such subjects. 

4. College offerings. A rapidly growing number of universities 
and colleges offer Distribution Cost Analysis in their regular cur- 
ricula, and some provide special seminars on this subject for 
marketing and financial managers. 

5. Competition. Competition has become increasingly intense 
in recent years. This has produced a cost-price squeeze, forcing 
management to pay closer attention to operating costs. The break- 
down of Fair Trade, too, has also contributed to increased interest 
in Distribution Cost Analysis. 

6. Accountants. Accountants are beginning to turn their atten- 
tion to managerial accounting and are placing less emphasis on tax 
problems. 

7. Trade associations. Trade associations have sponsored 
manuals of instruction for Distribution Cost Analysis and have 
conducted seminars on this subject for its members. Cases in 
point are the National Association of Aluminum Distributors, the 
American Steel Warehouse Association, and the Brass and Copper 
Association. 

8. Recent recession. The recent recession was severe enough 
to cause most industries to give more thought and attention to 
marketing cost structures. 


Presentation of Marketing Cost Data 


Distribution cost data can be assembled in literally scores of 
different ways to provide the facts needed as a basis for decision 
on an equally long list of marketing issues. Thus, the data can be 
ordered in such a way as to bear directly on warehousing, pricing, 
order-processing procedures, channels of distribution, private 
brands, use of services by outsiders as opposed to provision of the 
services by the company, and so on. But the best known and most 
common products of cost analysis are the profit and loss state- 
ments prepared by products or product lines, by customers or 
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customer groups (including those grouped by territory), and by 
unit of sale. These are the most common because they answer the 
questions most often requiring answers, and also because the 
preparation of such statements requires acquisition of data suit- 
able to answering virtually any other question likely to arise with 
respect to marketing costs and profits. 

Several very simple illustrations of such profit and loss state- 
ments should be in your hands. These reveal profit before taxes 
on sales made for each of several products, on sales made in each 
of several territories, and on sales to customers within one of 
these territories. As usual, it is to be noted that profits in some 
components of the business are partially offset by losses in others. 

It is a major objective of Distribution Cost Analysis to identify 
these sources of loss and, by permitting a detailed examination of 
the cost structure in such instances, to open the way to corrective 
action. If we could only convert the losses hidden in the P&L 
statements of American business to profits, we could achieve an 
enormous gain in business efficiency. 

You will note that the cost classifications in each of these il- 
lustrative statements are functional in nature. This is an essen- 
tial feature of Distribution Cost Analysis procedures. Rather than 
show costs in terms of rent, wages, depreciation, etc., we collect 
costs in terms of the function or activity for which they were in- 
curred. Thus, we find the cost of Outside Selling, or Order-Proc- 
essing, or Credit authorization. These costs are incurred for the 
purpose of selling our products to our customers, but the amounts 
will vary between products and customers. The technical aspect 
of cost analysis lies in (a) the determination of the relationship 
between performing each function and the product or customer for 
which it is performed, and in (b) the allocation of the functional 
costs accordingly. Once allocations are completed, profit and loss 
statements can be prepared. 


Illustrations of Company Interest in Distribution Cost 
Analysis 


While there are several broad sources of interest in this sub- 
ject (such as the spread of the marketing concept and the use of 
scientific methods in business), individual company interest may 
spring from one or more of a number of situations which a com- 
pany faces. It may arise from an acknowledged lack of cost data. 
It may come in the course of systems revision. It may come from 
constant prodding by someone in the company. A few cases may be 
used to illustrate how some companies became interested in Dis- 
tribution Cost Analysis and later installed the program. 
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(1) The president of a large company on the West Coast phoned 
me, requesting that I set up the program in his company. He said 
that he had an organization of which he was proud; the only prob- 
lem was that it wasn’t making any money. He felt Distribution 
Cost Analysis would assist him in making his own costs efficient 
and in informing his organization of the detailed sources of profits 
and losses. 

(2) Another company had been studying systems revisions for 
over a year. The study group decided to hear the story of Distri- 
bution Cost Analysis. This company now has its entire distributing 
system of 25 branches under this program, 

(3) In one company, the marketing vice-president wanted the 
program, but the controller felt that it would cost $50,000 per year 
to run it. It is now operating in this company, and at a cost of 
$6,500 per year. 

(4) Another company has a young accountant who felt that mar- 
keting costs had rarely been examined in a manner similar to 
production costs. He aroused top management’s interest. 


Broad Problems Encountered in Establishing Distribution 
Cost Analysis 


In the establishment and operation of a program of Distribution 
Cost Analysis in any company, usually there are three broad prob- 
lems which must be solved. They are (1) selling the program 
(2) the mechanics and (3) the analysis and use of the results. 


Selling the Program 


A Distribution Cost Analysis program must be sold to top 
management, marketing management, and financial management. 
Usually there is little difficulty in selling marketing management, 
since the data supplied by Distribution Cost Analysis are easily 
recognized as being of invaluable assistance to marketing man- 
agement in accomplishing its objectives. But top management 
must be sold on its values; further it must be convinced that its 
values far outweigh any costs of the program or any effects of 
systems change. Financial management must be sold on the fact 
that any procedural changes or additional work will bring results 
which will be used by marketing management and can also be used 
to prepare the currently needed reports for banks and for govern- 
ment agencies. 

Top management is interested in any program which can im- 
prove net profits. The primary objective of a Distribution Cost 
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Analysis program is the improvement of net profit, by seeking 
maximum efficiency in marketing costs. But top management will 
also want to know that the improved net profit operation of mar- 
keting will not be offset by increased costs in other departments of 
a company, particularly the accounting department. Therefore, the 
potential marketing operational values must be estimated, and the 
additional accounting costs must be also estimated. 

In estimating marketing operation improvements, two segments 
have been found to indicate great net profit improvement potential. 
These are products (or territories in the case of a single product 
plant) and cost efficiencies. In multiple-product operation, it can 
generally be assumed that some products are sustaining losses. 
Experience has indicated that from 10% to 50% of the product lines 
are losing money. If a product-line statement is prepared, the 
profitable and unprofitable lines can be made knownand efforts can 
then be directed to bringing the unprofitable lines into a profit po- 
sition, 

The product-line statement gives a good idea of the net profit 
improvement in dollars which may be realized from a Distribution 
Cost Analysis program. For example, one company has 179 prod- 
ucts; its volume for the first half of 1957 was $17 million; its net 
profit for the period was $330,000 (about 2% of sales). A product- 
line statement showed that 97 products were profitable and 82 
products were unprofitable. It also showed that the 97 profitable 
products produced $600,000 in net profit, while the other 82 lines 
sustained losses of $270,000. This company is now directing its 
efforts to correcting the loss pattern. If successful, it will add at 
least $270,000 to its semi-annual income. Against this, manage- 
ment will weigh the accounting cost increase, which actually 
amounts to $7,000. 

Another area of net profit improvement is that of making costs 
more efficient. In the March, 1958, issue of MANAGEMENT RE- 
VIEW, there is an article entitled ‘‘How to Get Results and Make 
Them Last.’’ In it the author says ‘‘there are relatively few com- 
panies which do not have hidden savings opportunities of 20%-30% 
in their overhead costs.’’ My own experience indicates an even 
higher percentage. For instance, one company in 1957 had mar- 
keting costs of $1,200,000. If this company had actually met cer- 
tain standards of cost, its costs would have been $640,000. This 
difference between standard and actual is $560,000, or nearly 90% 
of standard. Thus, for each $1 of standard marketing cost the 
company was actually paying $1.90. This company, then, has a 
cost efficiency goal which could add one-half million dollars an- 
nually to net profit. 
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Thus, the potential of net profit improvement usually far ex- 
ceeds the estimated additional costs of the program and top man- 
agement will give approval, therefore, to the program. 

Financial management will be interested in the program if you 
convince them that you will use the results. All too often the ac- 
counting staff has worked hard to produce figures which find their 
way into the bottom part of the bottom drawer and are never used. 
Accountants are not going to be interested in more work as such, 
but they are very much interested in the work if it is going to be 
productive. A program of Distribution Cost Analysis will draw the 
accounting staff closer to management, and particularly marketing 
management, and this is what they want; hence, they will co- 
operate. But you must use their results. Furthermore, you must 
show them that you are using their submitted data. 


The Mechanics of the Program 


Once the Distribution Cost Analysis idea has been sold to man- 
agement, the next problem concerns the mechanics ofthe program. 
Specifically, this deals with organizational relationships, the per- 
manency of the program, personnel, statements to be prepared, 
bases of cost allocation, and the accounting system. 


ORGANIZATIONAL RELATIONSHIP 


Organizational relationship specifically refers to the account- 
ant-marketer relationship. Unfortunately, this relationship gen- 
erally has not been too fruitful, probably due to a lack of proper 
communication. Marketing personnel have not told the accounting 
department of their needs for marketing cost data in a clear and 
convincing manner. Perhaps this situation has existed because 
marketers do not have a clear-cut picture of the values of Dis- 
tribution cost Analysis as applied to their companies. A Distri- 
bution Cost Analysis program will require a healthy accountant- 
marketer relationship, and this can be attained by spelling out the 
duties and responsiblities of those involved in the development and 
use of the program. It is the responsibility of the marketer to 
indicate the types of marketing cost data he needs to discharge his 
duties effectively. It is the responsibility of the accountant to fur- 
nish such marketing cost data. And it is the responsibility of top 
management to co-ordinate the efforts of marketing and accounting 
and to approve any expense outlay for this program. 
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PERMANENCY OF THE PROGRAM 


Decision must be reached on the permanency of the program. 
Whether Distribution Cost Analysis is to be done spasmodically or 
continuously will, of course, affect the types of records, the per- 
sonnel, and even the quality of the work. If your marketing costs 
are a substantial part of your total costs, your Distribution Cost 
Analysis program should be permanent. Your most pertinent 
measurements, such as product-line or territorial profitability, 
should be made at regular intervals of time, and the data needed 
for these statements should flow in routine fashion. Moreover, 
future competition will likely require constant evaluations of mar- 
keting policies and procedures; permanency of marketing cost data 
is a necessity in such evaluations. Specialized measurements, 
such as ‘Purchased versus Leased Delivery Equipment,’ need not 
be regularly calculated. 


PERSONNEL 


The number and type of personnel for the Distribution Cost 
Analysis program will depend largely on the volume of work re- 
quired, and this in turn will be closely associated with the size of 
the company. Ina large company, two or three people may be re- 
quired. In a medium-sized company, perhaps only one person may 
be needed. And in a small company, perhaps no personnel addi- 
tions may be necessary. When personnel additions are made, one 
should be an accountant qualified in cost work. Others may be 
comptometer operators, since much of the work is calculating in 
nature. In smaller companies, we have found that the program 
could be operated by existing personnel, through a re-assignment 
of duties. If a cost accountant is to be added, it is probably best to 
seek an accountant with some imagination and some experience in 
factory costing, rather than to look for one experienced in distri- 
bution costing; the number of accountants versed in distribution 
costs is extremely limited at the present time. The amount of ad- 
ditional expense caused by a Distribution Cost Analysis program 
will arise principally from payroll additions and tabulating ma- 
chine costs. In the larger companies, the additional cost will be 
payroll. The larger companies have the tabulating equipment. In 
the smaller companies, tabulating machines are not always on 
hand and some of the work may thus be sent out to a service bu- 
reau, the cost of which should be charged to this program. 


| 

| 

| 

| 

| 

| 


392 ADVANCING MARKETING EFFICIENCY 


PREPARATION OF STATEMENTS 


Determination of the types of statements to be prepared should 
be made on the basis of types most needed for marketing manage- 
ment. At the outset of the program, it is best to limit statement 
preparation to the most pertinent statement, such as product-line 
profitability. This gives an opportunity to concentrate on the me- 
chanics of the program, to assure maximum accuracy and ready 
acceptance of the figures. Thus, a product-line statement would 
measure net profitability of families of products rather than in- 
dividual products. Later, the family groupings may be divided as 
needed into individual products. For example, in one company our 
first measurement of product profitability covered five broad 
product classes: aluminum, stainless, carbon, nickel, and indus- 
trial products. When it appeared that industrial products were 
being sold at a loss, we expanded the statement to include 12 fam- 
ilies of industrial products. After our next statement, we are 
likely to break up some of the 12 industrial products families to 
further refine our profit and loss data. 


BASES OF COST ALLOCATION 


Allocation of cost is the most controversial feature of a Dis- 
tribution Cost Analysis program. Yet, if net profitability is to be 
determined, costs must be allocated. The allocation bases must 
produce charges which are reasonably accurate and yet are eco- 
nomical in application. When factory cost accounting was first 
employed, allocation of cost was also controversial. However, 
with time and attention, factory costing procedures became refined 
and today their results are accepted without question. The allo- 
cation of marketing costs can have the sameexperience. However, 
even before the most refined costs are developed, costs repre- 
senting reasonable accuracy may be effectively used for marketing 
decisions. A product whose net loss is 6% of sales under reason- 
ably accurate costing would have a net loss of perhaps 5.5% or 
6.5% of sales under the most refined cost allocations. Neverthe- 
less, the marketing decision is likely to be the same under either 
quality of record. In a recent study of 210 product lines, only 20 
lines had net profits in the 1%-5% net profit on sales range. The 
other 190 lines had 60 lines in loss position and 130 lines with 
profits in excess of 5% of sales. Surely management attention 
would first be focused on the 60 loss lines. 

Careful consideration of allocation bases is a necessity at the 
outset of any Distribution Cost Analysis program. This can 
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probably be best realized through the activation of a Cost Com- 
mittee consisting of the accountant, sales manager, marketing 
manager, office manager, warehouse manager, personnel manager. 
The criterion is that costs should be allocated to the marketing 
segments in a way which reflects the amount of cost incurred by 
each segment. The use of a Cost Committee also sustains organi- 
zational relationships, leads to quicker acceptance of figures, and 
develops greater cost-consciousness and profit-mindedness. In 
my own work, I have established a Cost Committee in most com- 
panies with which I have worked. The Cost Committee members 
have been profuse in their thanks for being named to the Commit- 
tee, commenting on the way it helped them to see the problems of 
other people. 


THE ACCOUNTING SYSTEM 


The design of the accounting system under the Distribution 
Cost Analysis program belongs to the accounting department. It 
would not be appropriate to discuss this here at length. Suffice it 
to say that any system would be designed so that expenses could 
be assembled by center which are capable of allocation by the use 
of a single measuring device for each center. 

There are two or three questions concerning system which will 
usually involve more than the accountant. Whether the Distribu- 
tion Cost Analysis program is to replace the current accounting 
system or be supplementary to it is a decision to be made. The 
common accounting system is based on the use of natural ex- 
penses, such as rent, wages, depreciation. The common system 
employed in Distribution Cost Analysis is predicated on the use of 
functional costs, such as purchasing, order-processing, materials 
handling. Hence, a company must decide whether it will continue 
to charge its costs to natural expense categories and, in addition, 
charge them to a functional cost set; or whether it will abandon its 
natural expense set and charge costs to a functional set kept on a 
permanent basis. If a subsidiary company decides to use a Distri- 
bution Cost Analysis program, its principal books of record must 
follow those used by its parent so that consolidated statements can 
be made. Hence, if the parent’s books are designed for natural 
expenses, the subsidiary must use the same type, and any Distri- 
bution Cost Analysis program would develop its functional costs 
records as supplementary. If a company is totally independent, it 
may want to use both sets for a year and then decide whether it 
wants to continue that way or use only a functional set. Most in- 
dependent companies have used the two sets for a minimum of a 
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year. There are, however, some companies which installed the 
functional set as the permanent set at the outset of their Distribu- 
tion Cost Analysis program. 

Any company which uses the functional set as its original entry 
set would want to satisfy itself that its tax return would comply 
with the Internal Revenue code. The Internal Revenue Department 
does not sit in judgment on accounting systems. It is concerned 
only with the correct reporting of income and expense. It leaves 
to the discretion of the individual reporting company the classifi- 
cation of income and expense, It does specify some costs, such as 
depreciation, which must be kept under any system. Any company, 
then, which is to use only a functional set of records should first 
satisfy itself that it is conforming to the Internal Revenue Code. 


ANALYSIS AND USE OF RESULTS 


The final problem deals with the analysis and use of results. 
The accounting department prepares the statements and any other 
needed statistical data. The analysis of results, however, is the 
province of the marketer. The adjustment, implementation, or 
discarding of marketing policies and procedures, as indicated by 
the analysis, are solely the functions of the marketer. The mar- 
keter should be careful to keep analytical areas narrow, so that he 
doesn’t become confused. It is much better to analyze one prob- 
lem at a time and settle it than to keep many problems in mind, 
for the many problems are not likely to get settled. A Distribution 
Cost Analysis program will bring out many problems, and man- 
agement tends to become enthusiastic and anxious to settle them 
all at once. Not long ago, I met with five company presidents (geo- 
graphic non-competitors) for a review of their statements. At 
least 20 common problems appeared and the presidents wanted im- 
mediate solutions. We agreed on four problems to be attacked 
first; I feel now that these four problems were three too many. 

I note that wherever we have selected one problem, we can ar- 
rive at a solution and then measure the value of the decision. For 
example, in one company with many problems, we selected a ter- 
ritory and measured it and its customers for net profitability. We 
thus had a statement of territorial profitability and a statement of 
customer profitability for that territory. Then we examined each 
customer’s net profit status, his potential, and the number of calls 
made on him. From this we revised the call schedule. Then, 
eight months later we measured the results. Net profit per call 
increased 110%; volume in that territory decreased 2%, while total 
company volume dropped 16%. The same plan is now being applied 
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Company R 


STATEMENT OF PRODUCT-LINE PROFITABILITY 
(in percent of sales) 


For the 6 months ended June 30, 1958 


Total Product 1 Product 2 Product 3 etc. 
Sales 100.00 100.00 100.00 100.00 
Cost of Sales 76.88 76.04 88.47 79.36 
Gross profit 23.12 23.96 11.53 20.64 
Product Costs 
Purchasing 15 15 .14 15 
Order-processing .69 41 1.68 3.22 
Detailing 1.72 2.05 
Shearing 1.90 2.25 
Bending 2.85 3.39 
Materials Handling .69 .33 wen 6.22 
Delivery 2.53 1.91 4.86 7.90 
Inventory space .36 14 .95 2.87 
Inventory carrying .24 1.22 
total 11.12 10.80 8.58 21.58 
Profit after Product 
Cost 12.00 13.16 2.95 ( .94) 
Customer Cost 
Advertising .02 .02 .02 .02 
Selling 3.08 3.45 1.27 1.11 
total 3.10 3.47 1.29 1.1 
Profit after Customer 
Cost 8.90 9.69 1.66 (2.07) 
General Cost 
General Admin. 1.55 1.53 1.67 1.73 
Accounting .68 .67 .76 
total 2.23 2.20 2.41 2.49 
Net Profit before 
Taxes 6.67 (4.56) 


to all other territories of this companies. The adage of ‘‘Don’t 
bite off more than you can chew’’ is particularly applicable in 
analytical work. It is my firm belief that the analysis of results, 
as presented by a program of Distribution Cost Analysis, will keep 
marketers busy for many years to come and will offer to them a 
tremendous wealth of factual material which they can use to con- 
tinuously improve the net profit of marketing operation. 


‘ 
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Company S 


STATEMENT OF TERRITORIAL PROFITABILITY 
(in percent of sales) 


For the 6 months ended June 30, 1958 


Total Terr. 1 Terr. 2 Terr. 3 etc. 
Sales 100.00 100.00 100.00 100.00 
Cost of sales 74.16 71.72 74.65 73.49 
Gross Profit 25.84 28.28 25.35 26.51 
Product Costs 
Purchasing .76 .16 1.40 .78 
Order Processing 1.59 1.33 4.56 1.17 
Machine processing 2.12 3.54 2.52 .52 
Materials handling 3.04 3.60 2.00 3.51 
Delivery 2.81 3.11 2.09 1.24 
Inventory space 1.27 1.30 1.98 1.16 
Advertising 61 .67 .50 
total 12.20 14.17 15.22 8.88 
Profit after Product 
Cost 13.64 14.11 10.13 17.63 
Customer Cost 
Outside selling 3.36 3.19 10.50 2.96 
Inside selling 1.55 1.47 5.10 2.21 
Admin. selling .50 .62 .30 21 
Credit Auth. 47 .39 1.23 .48 
Bad debts .28 .24 .10 13 
total 6.16 5.91 17.23 5.99 
Profit after Customer 
Cost 7.48 8.20 (7.10) 11.64 
General Cost 
Gen’] admin. & accty. 2.57 2.59 3.29 2.38 
Inventory carrying _.t2 .82 _.60 .39 
total 3.29 3.41 3.89 2.77 
Net profit before Tax 4.19 4.79 (10.99) 8.87 
CONCLUSION 


In conclusion, I would like to summarize by presenting a plan 
which will enable you to get a Distribution Cost Analysis program 
started and carried out in your company. The plan is as follows: 


(1) Determine the most important measurement of results to 
you. This may be product profitability, territorial profitability, 
customer profitability, or unit of sale profitability. 
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Company S 
STATEMENT OF CUSTOMER PROFITABILITY-TERRITORY 1 
For the 6 months ended June 30, 1958 


Customer Jones Smith etc. 
Sales 1450 1500 
Cost of sales 1015 1045 
Gross profit 435 455 
Costs distributed on: 
Sales base 15 15 
Cost of sales base 5 5 
Number of orders 105 150 
Tonnage base 190 209 
Calls base 54 120 
Gross margin base 6 6 
Sum total of cost base _20 _30 
total 395 535 
Net Profit before Tax _40 (80) 


(2) Tell financial management of your need. Find out from fi- 
nancial management what changes would be necessary in record- 
keeping to give you the data you need. 

(3) Sell top management on your need. Show the benefits you 
expect to get and the costs which will be incurred in getting these 
benefits. 

(4) Recommend the formation of a Cost Committee which will 
guide this project and decide its major issues; such as, organiza- 
tional relationships, permanency of program, personnel, types of 
statements, bases of cost allocations, accounting system. 

(5) Select those who will be responsible for the analysis of re- 
sults. 

(6) When a marketing decision has been made on the basis of 
the analysis, begin immediately to measure net profit improve- 
ment accruing from the decision. 

(7) After you have received statements covering your most im- 
portant measurement (such as product-line profitability) and you 
are satisfied that the mechanics are proceeding smoothly and ef- 
ficiently, seek statements which give you other measurements of 
results (such as territorial profitability, customer profitability). 


50. “THE CHALLENGING OPPORTUNITY 
TO BOOST PROFITS BY REDUCING 
DISTRIBUTION COSTS” 


Richard D. Crisp* 


pa the fable of the blind men and the elephant, we have all 
been educated that often different people see the same thing in 
a different light. This is partly a matter of emphasis. Distribu- 
tion costs, in that respect, are certainly in the elephant category. 
We all recognize that the subject of distribution or marketing 
costs, and of the best approach to their reduction, is one on which 
serious students hold rather widely varying views. 

I have worked, over a period of more than twenty years, in the 
marketing area of and on the marketing problems of more than 100 


different companies. I can count on the fingers of one hand, . .and 
have a finger or two left over. . .those companies that seem to me 


to be doing anything like as good a job of marketing management 
as they could do and should do. 

It is important to recognize that your company’s marketing 
costs do not exist ina vacuum. They reflect and are a function of 
the overall level of effectiveness of the entire marketing opera- 
tion. The most promising way to attack distribution costs is to 
direct attention to the heart of the problem and not to the symp- 
toms of that problem. You have to consider the company’s over- 
all marketing operation, not simply the costs of distributing its 
products, if you are to make real and important progress in the 
case of an individual company. 

There has been a great deal of attention in the business press 
in recent years devoted to what is often described as ‘‘the new 
marketing concept.’’ It has been a long time since the usually 
astute gentlemen of the business press have thrown their hats over 
the windmill about any less deserving development. For what is 
described as a new marketing concept is not, in essence, new. It 
is an integration of all of the activities within a manufacturing 
enterprise into a single, unified whole. 

This is nothing new, because it represents in essence an ac- 
ceptance, by rank and file companies, of a marketing approach 


*Richard D. Crisp, Director of Marketing, Guild, Bascom and Bonfigli, Inc. 
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which has long been ‘‘standard operating procedure’’ in those 
companies which are widely recognized for their marketing lead- 
ership. It is certainly nothing new to the Procter & Gambles, the 
Lever Brothers, or the Johnson’s Wax type of marketing-oriented 
organizations. This “fnew marketing concept’’ is being embraced 
ever more widely for one simple reason. Today the medium-sized 
to small company can compete effectively with larger organiza- 
tions and their bigger bank balances on only one basis: by com- 
bining the added flexibility of small size with the effective and 
fast-moving application of the basic tools and techniques which the 
large companies have employed with such potent effect. Here is a 
series of interrelated ideas. . .a conceptual framework, if you 
will. . .of the forces that are stimulating the trend toward inte- 
grated marketing. I would like to review that framework of ideas 
with you, as a foundation for my comments on the opportunities it 
creates to expand volume by reducing marketing costs. 

The first of those ideas is that from industry to industry there 
are wide variations in the existing level of marketing effective- 
ness. This idea is certainly nothing new. It is an idea which be- 
comes painfully obvious to every serious student of marketing 
practices who works, over a period of time, on the problems of 
different industries. 

The second idea is that within any industry, whether the level of 
marketing effectiveness in that industry on any absolute scale is 
high or low, the industry leader at any given point in time is the 
company that has the highest level of marketing effectiveness. 
This I firmly believe. If a company achieves marketing leader- 
ship, and maintains that marketing leadership, it will achieve in- 
dustry volume leadership. This follows, as the night follows the 
day. 

The third idea is this: with today’s strong trend toward diver- 
sification and mergers, the composition of the competition with 
which a company is doing battle is constantly changing. This 
means that if a company is to maintain marketing leadership—as a 
path to or a key to industry leadership—the marketing muscle must 
be kept trained to compete effectively with a constantly shifting 
horde of competitive forces. The penalty of failing to keep pace 
can be great and sudden and fatal. Perhaps you recall, as an il- 
lustration, the company that was described, less than five years 
ago, in an article in Fortune as unquestioned leader in its industry. 
One of the comments made was that this particular company, ona 
major product-type, outsold all of its competitors combined. In 
your language and mine, that means the company’s market share 
on that product was in excess of 50%. Today that company is 
fighting to regain third place in its industry. 
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What happened? Two different companies from outside the in- 
dustry entered it, as part of a diversification move. Both com- 
panies knew more about modern marketing than the essentially 
engineering-minded company that formerly led the industry in 
sales. The impact on that company’s volume was sharp and im- 
mediate. That could happen to your company. The company that 
had been good enough to dominate an industry, when it was playing 
against bush league competition, couldn’t get a bat on the ball when 
the pitching got swifter. You can’t choose the speed at which com- 
petitors pitch. You have to be able to hit the calibre of pitching 
that exists in the league, or else! Or else what? Or else you be- 
come one of those companies Professor Learned described in his 
stimulating book, The Executive at Work when he wrote: ‘‘The 
success of many a small business leads directly to its failure.’’ 

These are exciting days to be in the marketing business. These 
are days in which we are moving with incredible speed into a time 
period in which corporate success or failure is going to depend 
primarily on the answer to one very simple question: ‘‘Just how 
good is your company at the job of marketing?’’ The answer to 
that question is reflected, inevitably, in the level of a firm’s dis- 
tribution costs, as compared with its major competitors; in the 
trend of those costs, again as compared with major competitors; 
and in the breathing room created for profits by continually buying 
more marketing value for every dollar of marketing cost paid. 

One of the very challenging recent developments in marketing, 
with important influence on distribution-cost levels, has been the 
growth of television as an element in the marketing process, TV 
costs keep going up and up and up. Some people think they will al- 
ways go up. I happen to disagree. But as the costs rise, more and 
more questions. . .and more and more searching questions, 
are being asked by the people who must approve the authorization 
and sign the checks. Is TV really worth its mounting costs? Is 
our television advertising working? Is it selling goods? Is it sell- 
ing those goods at a profit? And between every one of the ques- 
tions, this persistent pair of pestering questions keeps cropping 
up: ‘‘How do you know?’’ ‘‘Where are the facts on which you base 
your answer?’’ ‘The opportunity which television, centered as it is 
in a given number of identifiable, known geographic points, sets up 
for the fact-oriented marketing-management team is a fabulously 
rewarding one. It is an opportunity to try anderr, It is an oppor- 
tunity to apply in marketing, for very slight incremental costs, the 
experimental method which has contributed so importantly to the 
progress of so many sciences. Today we stand on a threshhold of 
opportunity. There is only one question not clearly answered: 
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‘“‘Are we smart enough to capitalize on and exploit that oppor- 
tunity? Do we know enough about experimental test marketing to 
move surely and confidently toward even higher levels of return 
on our investment in advertising in general and in TV advertising 
in particular?’’ 

The answers to those key questions developed in a significant 
number of advertiser-agency partnerships are affirmative. The 
disappointing thing is this: too many people with advertising re- 
sponsibility—whether on the advertiser or agency side of the fence 
—have been protesting too long about the unmeasurability of ad- 
vertising. They have hypnotized themselves, to the point where 
they no longer try seriously to find ways to answer questions that 
are asked. If you are one of those who is on record to the effect 
that the impact of advertising cannot be measured, you have some 
distinguished and some undistinguished company. 

In the course of my work, I spend a good deal of time working 
with salesmen in the field. In observing different sales organiza- 
tions in action, I have recognized a wonderfully challenging oppor- 
tunity to hack some fat off the distribution-cost carcass. Let me 
give you an example: I worked with four salesmen for the same 
organization, selling soft goods through non-exclusive distributors. 
Two of those men spent all of their time working with distributor 
salesmen, That means they had to stand by, part of the time, and 
listen to the distributor’s man selling competitive products to the 
retailer. The other two, trained by a different supervisor, spent 
none of their time working with the distributor’s man. There you 
have a variation of 100%. . .and obviously both approaches cannot 
be the best one for the company. 

The sales organizations I have worked with over the last five 
years seem to have an operational effectiveness, against what 
could easily be achieved, in the range from 50% to 60%. It is im- 
portant to recognize that such a situation is not a problem at the 
salesman level. This is a problem at the marketing management 
level. This is worth remembering when you are tempted to jump 
on the salesman. Remember this: Someone has done a poor job 
of sales training. Someone has done a poor job of selecting sales- 
men. These are basic faults, which inflate marketing costs, yet to 
which management attention is insufficiently directed. 

We are all aware that major changes are taking place in our 
retail and wholesale distribution machinery. Have you thought 
about the effect of those changes on the salesman’s job? The com- 
panies that seem to be doing the most effective forward planning 
in this vital area of marketing costs have, perhaps not surprising- 
ly, come up with a basically similar viewpoint. That viewpoint is 
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this: The sales force of the future is going to require fewer sales- 
men. . .better educated, better trained, and much more highly 
paid. This sweeping change, which is filtering down from market- 
ing leaders to rank-and-file companies, often as part of their 
adoption of the integrated marketing approach, ought to be ex- 
tremely important to all of you who teach marketing. It means, 
for example, that any vocational advice given to students may re- 
quire reappraisal. The salesman of the future is going to be a 
territorial sales manager, not a caricature of Willy Lohman. 

Now let’s return to the measurement of advertising effective- 
ness. A major area of opportunity exists where the measurement 
of advertising weight is concerned. How do you know that your 
advertising weight, either in total or on a particular product, is 
“‘right?’’ What would happen to sales and profits if you used twice 
as much advertising as you do now, or half as much advertising? 
These are not difficult questions to answer, at this particular point 
in the ‘‘state of the art.’’ Are you asking them, and teaching your 
students to ask them? Are you suggesting ways in which the ques- 
tions can be answered? 

I have participated in many tests of advertising weight. From 
those tests have emerged certain educational values, and more 
than a little scar tissue. I recall one ‘‘saturation test’’ in which 
five times the normal advertising-expenditure weight was used. 
The effect on sales? Absolutely none. I was asked for my ‘‘inter- 
pretation.’’ I said, after a careful review of the situation, that the 
test seemed to me to prove that the advertising we were using—not 
just in the test area, where it washypoed in volume, but nationally, 
and on a million-dollar scale—was no good. The basis of my judg- 
ment was algebraic. If 5X equals zero, then X also equals zero. 
I think that multiplying significant advertising weight by five should 
generate substantial increases in sales volume, no matter what 
you are selling. 

If you are prepared to pay the pain costs of competing effec- 
tively today, and of doing the type of balanced, continually improv- 
ing marketing job that is a prerequisite of leadership, these are 
days of change and challenge. . .days of unparalleled opportunity 

.for your company. I think you can exploit that opportunity 
most effectively, and tackle the distribution-cost problem most 
directly, by taking a new and fresh look at major elements in your 
marketing practices. 

After twenty-odd years of talking and writing about distribution 
costs. . .about their measurement, and their control which means 
their reduction. . .the rank and file American company is at last 
showing signs of doing something concrete about marketing costs. 
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Action is replacing inaction. This is occurring in part because 
today marketing effectiveness is the key to industry leadership, 
and to profit protection and expansion. The leader in each indus- 
try is the marketing leader, first, and the sales leader, second. 
In order to get and keep leadership, you have to keep your mar- 
keting muscle trained more finely than that of your major com- 
petitors. 

This is difficult in part because, with diversifications and 
mergers, the nature of the competitive forces arrayed against 
each company is changing constantly. New management attention 
is today focussed on the challenging task of reducing unit distri- 
bution costs. I know this from my contacts with management peo- 
ple, and I know it also from a recent publication, which reports a 
study conducted for the American Management Association. This 
is Research Study Number 35. Its title is: Marketing Research 
Organization and Operation—A Survey of Company Practices. It 
shows that today more than two out of three of the companies that 
do marketing research are engaged in distribution cost studies. 
This is an extremely encouraging indication. 

As you face up to the problem of reducing your distribution 
costs, I believe the average company will be well advised to take 
a meat-axe or big-picture approach. I think you should recognize 
that your marketing costs are a function of your marketing effec- 
tiveness. Work on big pieces of your marketing costs, and on the 
operations which those costs purchase. Later on, you may refine 
your approach. Before that time comes, however, you will have 
achieved major reductions in marketing costs as a result of major 
increases in marketing effectiveness. 


D. Symbols for Sale — 
The Role of Symbols in 
the Market Place 


o1. “SYMBOLS FOR SALE —:CONTEXT 
AND COMMENT” 


Henry O. Whiteside* 


[’ is interesting to note that the American Marketing Association 
has held 40 National Conferences before scheduling a discussion 
on symbols. In my remarks which follow, I feel that I should con- 
centrate principally on some observations upon this cultural lag. 

It can’t be proven, but there is strong reason to believe that 
the earliest form of marketing was, in a very literal sense, the 
marketing of symbols. Long before civilization, as we now think 
of it, began to develop, primitive man in many cultures learned to 
substitute animals for humans in his religious rituals. Certainly 
the ritual sacrifice of animals goes back into the deep reaches of 
time. It is also certain that people bought and sold the sacrificial 
animals at a very early period in the development of civilization. 
So, in a literal sense, the marketing of symbols has a long, color- 
ful, and deeply meaningful history. 

Further, the recognition of the importance of symbols in man’s 
social and religious life is longstanding. (That symbolic thought 
and symbolic behavior are among the most universal characteris- 
tics of human life, and that the whole progress of human culture is 
based on these conditions, is undeniable.) Inferentially, at any 
rate, this same recognition of the importance of symbols has ex- 
isted in the market place. What distinguishes the subject in cur- 
rent times is the overt recognition of the symbol and the deliberate 
effort to employ symbolism in marketing strategy. 

At this point I would like to offer a quotation from Ernst 
Cassirer’s book, ‘‘An Essay on Man.’’ After pointing out that all 
animals, of whatever level, are equipped with a receptor system 
by which a biological species receives outward stimuli, and an 
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effector system by which it reacts to them, Cassirer proceeds to 
the following thought: 


pp. 


‘In the human world we find a new characteristic 
which appears to be the distinctive mark of human life. 
The functional circle of man is not only quantitively en- 
larged; it has also undergone a qualitative change. Man 
has, as it were, discovered a new method of adapting him- 
self to his environment. Between the receptor system and 
the effector system, which are to be found in all animal 
species, we find in man a third link which we may de- 
scribe as the symbolic system. This new acquisition 
transforms the whole of human life. As compared with 
the other animals man lives not merely in a broader 
reality; he lives, so to speak, in a new dimension of 
reality. There is an unmistakable difference between 
organic reactions and human responses. In the first case 
a direct and immediate answer is given to an outward 
stimulus; in the second case the answer is delayed. It 
is interrupted and retarded by a slow and complicated 
process of thought. At first sight such a delay may ap- 
pear to be a very questionable gain. Many philosophers 
have warned man against this pretended progress. 

‘Yet there is no remedy against this reversal of the 
natural order. Man cannot escape from his own achieve- 
ment. He cannot but adopt the conditions of his own life. 
No longer in a merely physical universe, man lives ina 
symbolic universe. Language, myth, art and religion are 
parts of this universe. They are the varied threads which 
weave the symbolic net, the tangled web of human experi- 
ence. All human progress in thought and experience re- 
fines upon and strengthens this net. No longer can man 
confront reality immediately; he cannot see it, as it were, 
face to face. Physical reality seems to recede in pro- 
portion as man’s symbolic activity advances. Instead of 
dealing with the things themselves man is in a sense con- 
standly conversing with himself. He has so enveloped 
himself in linguistic forms, in artistic images, inmythical 
symbols or religious rites that he cannot see or know 
anything except by the interposition of this artificial 
medium.’”* 


Ernst Cassirer, An Essay on Man, (New York: Doubleday and Co., 
42-43. 
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This is a broad general statement, but one that is firmly docu- 
mented and whose validity is readily observed. 

I am not trying to impress you with profound quotes, but, in the 
light of my assignment, I do feel some obligation to offer a general 
thesis, first, on the basic importance of symbolism and, second, 
on the reasons that we have been so deliberate in waiting until now 
for a discussion of symbols. 

Since Dr. Levy will undertake the task of rather specific exposi- 
tion of the manner in which symbols come into play in the market 
place, I will not move in on his field. As for why we discuss them 
today, here are my speculations, 

The basic economic writings that have influenced western man 
and, particularly Americans, are traceable to men who, by and 
large, for all their brilliance, were remarkably insular in their 
outlook, provincial to the point of gross ignorance about most of 
the cultures of the world. They saw the world through eyes that 
looked upon a society at or near the level of subsistence. At the 
same time, the moral and religious forces released through the 
Protestant Reformation required that they more or less see “‘life 
as earnest,’’ and to see behavior not directly related to biological 
need as more or less evil. 

In such a climate it was almost inevitable that someone should 
construct a blueprint of economic man. To integrate social, emo- 
tional man into such a picture would have been morally disturbing 
to a point that it was easier to deny his existence or to consider 
these areas of his life to be aberrations of the true and natural 
man, When enough of the right people subscribe to a particular 
point of view long enough, there is a general tendency for succeed- 
ing generations to accept such a view without questioning its accu- 
racy or its relevance. This has been, by and large, the history of 
the ‘‘economic man’’ model until comparatively recently. 

Reinforcing this view was the early and major development of 
the industrial revolution with mass production techniques. The 
treatment of human labor in large quantities on a machine-equiva- 
lent basis provided an easy transition to thinking of the humans 
who supplied that labor on a machine-equivalent basis. Over and 
over we see efforts to reduce man to, and treat him as, a simple 
machine responding mechanically and in predetermined fashion. 
The success with which this was accomplished in production 
made it fairly easy to commit the error of seeing man the con- 
sumey as identical with man the producer. 

No one can say exactly when the explosion began but certainly, 
about 25 years ago, man, the human being, began to assert his 
difference from man the machine. How old is the phrase, ‘‘human 
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relations in industry’’ or its equivalent? How longhave ‘‘employee 
relations’’ programs been widely in existence? Not long! Itis 
only within the past quarter century that we have begun to take in 
the meaning of that ancient piece of wisdom ‘‘Man does not live by 
bread alone.’’ 

An understanding of this took place here and there in marketing 
long before 1930 or 1950, but how to capitalize on this truth is still 
in the debating stage. Psychology began to win acceptance after 
the turn of the century and to offer hope of a wider and more 
meaningful understanding of the customer. But then the Pavlov 
experiments and the writings of J. B. Watson aroused the false 
hope of making man an automation in his response to your appeals, 
and diverted attention from the more intricate and less malleable 
creature we have now come to recognize man to be. 

As a larger and larger share of productive effort was chan- 
neled to the production of goods that by no stretch of the imagina- 
tion could be said to serve purely biological needs, it became in- 
creasingly difficult to continue to describe consumer behavior in 
the classical terms of rational and economic man. In recent years 
there has been a slowly growing disposition to look for and de- 
scribe additional attributes of the consumer andhere the marketing 
man has had to turn increasingly to those members of the scientif- 
ic community whose sole subject of study is man, particularly 
man in those manifestations that go beyond the basic biological 
drives. 

In some respects the cumulative insights into human behavior, 
as developed by the anthropologists, the sociologists and the psy- 
chologists, represent a new form of art even while they are based 
upon the sound scientific principles of observation and description. 

The capacity to describe is essentially an artistic capacity. A 
few do it extremely well, a larger number passably and the great 
majority poorly. So it has been in the developing capacity to de- 
scribe the behavior of man. These first describers, be they wise 
men or scientists, were not concerned solely or even primarily 
with man, the customer. Theirs the more all embracing concern, 
man and all his nature. It was such men who noted that the desire 
for prestige gained by owning, giving away, displaying, or des- 
troying property runs through many different groups scattered 
over the globe and accentuates the fact that property functions as 
a symbol just as often as it functions as a fulfillment of biological 
needs. 

It is now to these same areas that the marketer turns. He 
seeks to enlarge, to refine, to clarify his description of the cus- 
tomer. He must recognize the symbolic values inherent in or 
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ascribable to his goods, if he is to serve man’s needs beyond 
bread. Just as the early microscopes made possible the de- 
scription of world beneath normal sight, and now the electron 
microscope peers infinitely further down, so with the observation 
and description of human behavior. Our early economists pro- 
vided better descriptions than had existed before. Those pioneers 
have had their work refined by succeeding generations of students. 
Now in recent years has come a new and significant breakthrough 
as new and different insights into man’s behavior are developed by 
scientists equally devoted to truth but oriented to the proposition 
that ‘‘the proper study of mankind is man.’’ 


92. “SYMBOLS BY WHICH WE BUY” 


Sidney J. Levy* 


HE science and practice of marketing have recently been in- 

fused with new life. There are many reasons for this. One of 
the core reasons is that behavior in the market place has become 
increasingly elaborated. The great multiplicity of goods, the bur- 
geoning of new products, and their eager fruitionin the consumers’ 
homes, have moved our society to a point where practical consid- 
erations in the purchase of goods are often not given the central 
attention that was true in the past. The modern marketplace— 
exemplified so dramatically in the vast supermarket, whether 
called food, drug, or furniture store—reminds us daily of the mar- 
keting revolution that has come about. 

In these new settings, with their astonishing arrays of mer- 
chandise, their frozen, prepackaged, precooked foods; their plastic 
containers; their polyethylene gadgets; and their intellectual ap- 
pliances that can thoughtfully govern their own behavior—what kind 
of consumer is conjured into being? It is hardly an economic man 
—especially since there is a lot of evidence that he does not buy 
economically; is often vague about the actual price he pays for 
something; has few standards for judging the quality of what he 
buys; and often winds up not using it anyway! This is not just a 
joke. The point I am making is that nowadays when people shop, 
they buy relatively lavishly. They still talk about price and quality 
and durability, since these are regarded as sensible traditional 
values. At the same time, they know that other factors influence 
them, and they believe these to be legitimate influences. This 
point is worth some emphasis since there are many who disap- 
prove of the fact that purchases may be made on grounds they 
think are insubstantial. The fact that people don’t buy their furni- 
ture to last 20 years may be deplored as a sign of the lightheaded- 
ness of our times; on the other hand, such massive, stoutly made 
furniture may be dismissed from the home at the behest of other 
values in comfortable living and changing tastes. 

Not only do people not want furniture such as grandmother used 
to cherish; they also know that practical considerations can hardly 
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determine their choice between Post or Kellogg, between Camels 
or Luckies, between Buick or Oldsmobile, between Arpege or 
Chanel. They know that package color and television commercials, 
newspaper and magazine ads incline them toward one preference 
or another—and when they can’t really tell the difference among 
competitive brands of the same product, they don’t believe that any 
of them should necessarily go out of business for being unable to 
distinguish his product. 

At the heart of all this is the fact that the consumer is not as 
functionally oriented as he used to be, if he ever really was. The 
esthetic preferences that were there have changed somewhat~we 
no longer go in for stained glass lamps and antimacassars, al- 
though the latter were probably more attractive than transparent 
couch covers; and the diversity of choices that are now possible in 
the ways people can spend their money makes for a diversity of 
reasons for the choices. When people talk about the things they 
buy and why they buy them, they show a variety of logics. They 
refer to convenience, inadvertence, family pressures, other social 
pressures, complex economic reasonings, advertising, pretty col- 
ors, a wide range of feelings and wishes. They are trying to satis- 
fy many aims and circumstances. The pleasure they gain from 
buying objects is ever more playful—less the question, do I need 
this? more the ideas, do I want it? do I like it? Answering these 
questions takes the definition of goods into new realms—at least 
new in the sense that they are studied more nowadays. The things 
people buy are seen to have personal and social meanings in addi- 
tion to their functions. Modern goods are recognized as psycho- 
logical things, as symbolic of personal attributes and goals, as 
symbolic of social patterns and strivings. In this sense, all com- 
mercial objects have a symbolic character, and making a purchase 
involves an assessment—implicit or explicit—of this symbolism, 
to decide whether or not it fits. Energy (and money) will be given 
when the symbols are appropriate ones, and denied or given par- 
simoniously when they are not. What determines their appropri- 
ateness? 

A symbol is appropriate—and the product will be used and en- 
joyed when it icins with, meshes with, adds to, reinforces, the way 
the consumer thinks about himself. In the broadest sense, each 
person aims to enhance his sense of self, to behave in ways that 
are consistent with a set of ideas he has about the kind of person 
he is or wants to be. Prescott Lecky has written an interesting es- 
say on how people behave in consistence with their self-concepts. } 


1. Prescott Lecky, Self-consistency (New York: Island Press, 1945). 
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The variety of goods available permits more ways of living than 
was ever the case. Because of their symbolic nature, consumer 
goods can be chosen with less conflict or indecision than would 
otherwise be the case. Buridan’s ass starved to death equidistant 
between two piles of attractive hay; he wouldn’t have had the prob- 
lem if one pile had been a bit more asinine—let’s say—than the 
other. Our choices are made easier—either more routine, or 
more impulsive, seemingly—because one object is symbolically 
more harmonious to our goals, feelings, and self-definitions than 
is another. The difference may not be a large one, nor a very im- 
portant one, in the manufacture or advertising of the products; but 
it may be big enough to dictate a constant direction of preference 
in the indulgence of one’s point of view. There is then more well 
with the world when the bathroom tissue is pastel blue, the car a 
large one, the newspaper a tabloid size, the trousers with pleats, 
and so on. It becomes increasingly fashionable tobe a connoisseur 
or gourmet of some kind, to consume with one or another standard 
of discrimination at work. 

Research helps to identify the kinds of symbols utilized in the 
market, and the intensity with which they operate as determinants 
of purchases. Because some people don’t like the idea that such 
things as feelings and symbols are influential in situations which 
they feel should be more purely utilitarian, they dislike research 
that investigates such ideas and meanings. Sometimes they even 
blame the research for having caused the phenomena, as though a 
microscope were responsible for the goodness or badness of the 
bacteria it examines. 

In several years of research into the symbolic nature of prod- 
ucts, of brands, of institutions and media of communication, much 
has been shown of the way consumers are able to gauge subtly and 
grossly the symbolic language of these objects, and to translate 
them into meanings for themselves. They understand that darker 
colors are symbolic of more ‘‘respectable’’ products, that pastel 
colors mean softness, youthfulness, femininity; that yellows and 
brown are manly, that red is exciting and provocative. They 
“‘know’’ that science means technical merits and an interest in 
quality and probably less enjoyment; that theatrical references 
imply glamour and the suspension of staid criteria. They think 
that Winston Churchill would be good testimony for cigars, whiskey, 
and books; and if they are very average consumers they are apt to 
miss (or ignore) the point of a Springmaid sheet ad altogether. 

One of the most basic dimensions of symbolism is gender. Al- 
most all societies make some differential disposition of the sexes, 
deciding who will do what; which objects will be reserved to men 
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and which to women. They usually find it hard to evade thinking of 
inanimate things as male or female. Through such personaliza- 
tion, vessels tend to become feminine—and motherly if they are 
big enough. Men are challenged by the virgin forest which must 
be raped of its resources; they fall in love with their ships and 
cars, giving them women’s names. And such places and objects 
are reserved for men, relatively speaking. 

In America there has been complaint that some of this differ- 
entiation is fading, that women get more like men, and men shift to 
meet them, in a movement toward homogeneous togetherness. No 
doubt hunting and agricultural societies make sharper distinction 
between what is masculine and what is feminine. Still, products 
and behaviors tend to be more one or the other, and in minutely 
graded ways. Probably all cigarette brands could be placed on a 
continuum of degrees of gender, as one of their complex symbolic 
patternings. The same is true for musical compositions, and the 
recorded interpretations of any one of them, of cheeses and the 
brand versions of each kind. 

These sexual definitions may seem absurd at times, and often 
are of modest influence in one or another choice. But they are at 
work and form a natural part of, for instance, the housewife’s logic 
(and teaching) as she makes her selections in the food store and 
serves her family. She sums it up by thinking of what will please 
her husband’s preference, what a growing boy should have, what is 
just right for a girl’s delicate tastes. Since smoothness is gen- 
erally understood to be more feminine, as foods go, it seems fit- 
ting that girls should prefer smooth peanut butter and boys the 
chunky. While the overlap is great, a cultivated society teaches 
such a discrimination, and the children, being attentive to their 
proper sex roles, learn it early. Families work busily at such 
indoctrination of symbolic appropriateness. One little 6-year-old 
boy protested in an interview how he had never liked peanut butter, 
but that his mother and sister had always insisted that he did, and 
now he loved it. Apparently a violent bias in favor of peanut butter 
is suitable to little boys, and may be taken as representing some- 
thing of the rowdy boyishness of childhood, as against more re- 
strained and orderly foods. 

Similarly, in a recent study of a pair of cheese advertisements 
for a certain cheese, one wedge of it was shown in a setting of 
brown wooden cutting board, dark bread, and a glimpse of a chess 
game. The cheese wedge was depicted standing erect on its small- 
est base. Although no people were shown, consumers interpreted 
the ad as part of a masculine scene, men playing a game, being 
served a snack. The same cheese was also shown in a setting with 
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lighter colors, a suggestion of a floral bowl, with the wedge lying 
flat on one of its longer sides. This was interpreted by consumers 
as a feminine scene, probably with ladies lunching in the vicinity. 
Each ad worked to convey a symbolic impression of the product, to 
modify or enhance the beliefs already held about it. Symbols of 
gender are among the most readily recognized. Most people are 
usually quite alert to whether something is addressed to them as a 
man or as a woman. Similarly, symbols of age are familiar. 
Teenagers are quite sensitive to communications which imply 
childishness. Presented with a layout showing a family going on a 
picnic, their reaction is apt to be, ‘‘Kid stuff.’’ They are trying to 
break away from the family bosom. While they might actually en- 
joy a family picnic, the scene symbolizes restraint, being unable 
to get away to be with people their own age. Clothing is quite 
carefully graded in people’s eyes; we normally judge within a few 
years’ span whether some garment is fitted to the age of the wear- 
er. Women are particularly astute (and cruel) in this, but men 
also observe when a pin-striped suit is too mature for one wearer, 
or when an outfit is too young for a man who should be acting his 
age. 

Symbols of social participation are among the most dramatic 
factors in marketing. Most goods say something about the social 
world of the people who consume them. Debate goes on now 
whether automobiles are still related to people’s social wishes or 
strivings, because some motivation research brought this rather 
well-known fact to the fore, and because some advertising has 
taken rather self-conscious account of it. This hardly changes the 
fact that cars say prominent things about their owners, and are 
likely to continue to do so. Like it or not, there are social class 
groupings formed by the ways people live, the attitudes they have, 
the acceptance and exclusiveness of their associations. The things 
they own are partly chosen to attest to their social positions, in 
one way or another. The possession of mink is hardly a matter of 
winter warmth alone, as all women know who wear mink with 
slacks while strolling at a beach resort. The social stature of 
mink~and its downgrading—leads us to marvel that it is now sold 
at Sears. But then, Sears has upgraded itself and become more 
middle class too. Shopping at Sears is symbolic of a certain chic 
among many middle class people who used to regard it as much 
more working class. Now they boast that Sears is especially suit- 
able for certain kinds of merchandise, and their candor in saying 
they shop there is not matter-of-fact but is laughing, as if to point 
out that it is an amusing quirk in one’s social behavior. 

Membership in one social class or another tends to affect one’s 


414 ADVANCING MARKETING EFFICIENCY 


general outlook, modes of communication, concreteness of thinking 
and understanding.” Advertising often says different things to peo- 
ple of different social levels. A perfume ad showing an anthro- 
pological mask and swirling colors is likely to be incomprehensi- 
ble to many working class women, whereas New Yorker readers 
will at least pretend they grasp the symbolism. On the other hand, 
working class women will accept a crowded, dark, screaming sale 
advertisement as meaning urgency and potential interest, while 
higher status women will ignore it as signaling inferiority. Some- 
times, the symbolism becomes confined to a social class subgroup: 
even some upper middle class people aren’t sure what is being 
said in various modern liquor ads with their groups of sinister 
men, their red shoes, and handsome males riding sidesaddle. Even 
while suspecting the symbolic language may be gibberish, they 
have some undercurrent of anxiety about not being part of the in- 
group who use these ‘‘nonsense syllables’’ to tell each other about 
vodka. Since, as Susanne Langer discusses so well, symbolizing 
is a natural human function, it is not reserved to such formal cat- 
egories as gender, age, and social status. ° Any given complex of 
acts, gestures, movements, pictures, words, will signify much to 
the consumer. From commercials and ads, from television shows 
and editorial materials, the viewer or reader concludes about the 
meanings being offered. These meanings may correspond to the 
advertiser’s intention—although often they are separate from, in 
addition to, or even contrary to his aim. A striking instance of 
such contradictory communication was an advertisement with a 
headline claiming the product was worth the 1¢ more that it cost 
when compared to its competitors. Housewives interpreted this 
claim as a sign of cheapness; they needed only to see the 1¢ in the 
headline to believe it was ‘‘one of those penny deals.’’ Merely the 
idea of talking about 1¢ suggested cheapening, even to those read- 
ers who understood literally what was said. The literal aim had 
been to refer to the greater worth of the product; the symbolic 
means used were poor. 

As consumers, we buy our way through a welter of symbols re- 
flecting taste patterns, and the multitudes of human qualities we 
want to attach to ourselves. Just to refer to some of these sym- 
bolic poles brings images to our minds of ‘‘what that’s like.’’ The 
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Ivy League cluster of symbols organizes purchases in one direc- 
tion; being a suburbanite is a broad identification, but it starts 
one’s purchasing ideas moving in certain lines. Name your own 
suburb, and they leap into rather sharp focus. Neighbors are quite 
acute judges of the symbolic significance of how money is spent; 
they are quick to interpret the appropriateness of your spending 
pattern for the community, the kind of people you are, making rea- 
sonable or unreasonable deductions from books, liquor, power 
mowers, cars, and the gifts your children give at birthday parties. 

Some objects we buy symbolize such personal qualities as self- 
control, others expose our self-indulgence. We reason in these 
directions about people who drink and smoke or who don’t~—and 
such reasoning will play a role in our choices of doing one or the 
other. A hard mattress is readily justified on pragmatic grounds 
of health, sound sleep, and the like; but people recognize the aus- 
tere self-denial at work that will also strengthen the character. 
Then again, soft drinks may quench thirst, but people know that 
they are also buying an indulgent moment, a bit of ease, a lowering 
of adult restraints. 

An outstanding dimension of symbolic guidance to consumers is 
that of conventionality versus self-expression. Some purchases 
are very conventional—a quart of milk, for instance. Others are 
conventional, but allow room for individuality—dishes, cups, sil- 
verware, let’s say. Books become quite nrersonal purchases, by 
and large. So, no one thinks much if you have milk on your table; 
(at least, they reason only generally about children)—it’s different 
when you order a glass of milk at a businessmen’s lunch. They 
also expect dishes, but may admire the taste demonstrated by the 
pattern. They will respect you personally for Dr. Zhivago on the 
coffee table, and perhaps raise an eyebrow at Lolita. 

A whole treatise could be written on the symbolic dimension of 
formality-informality. A great many of our decisions to buy take 
into account the degree of formal or informa! implication of the 
object. Housewives are constantly gauging the place of hot dogs, 
the gifts they are giving, the tablecloth they plan to use, with an 
eye to how informal things are or they want them to be. The 
movement toward informality has been a fundamental one in recent 
years, governing the emphasis on casualness in clothes, backyard 
and buffet meals, staying at motels, and bright colors—with some 
current overtone of reaction to this and seeking of contrast again 
in the direction of more graciousness in living, a new interest in 
the elegance of a black car, a wish for homes with dining rooms, 
and greater individual privacy. 

As this indicates, among all the symbols around us, bidding for 
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our buying attention and energy, there are general trends that 
seem to fit the spirit of the time more aptly. Every so often there 
comes along a new symbol, one which makes a leap from the past 
into the present and has power because it captures the spirit of the 
present and makes other ongoing symbols old-fashioned. The 
Pepsi-Cola girl was a symbol of this sort. She had precursors, of 
course, but she distinctly and prominently signified a modern 
phantasy and established an advertising style, one somewhat re- 
moved from the Clabber girl. 

I have touched on only a few of the varieties of symbols en- 
countered in the identification of goods in the marketplace, es- 
pecially as these become part of the individual identities of con- 
sumers. The topic is as ramified as our daily lives and behaviors, 
and everyone handles symbols of these sorts with relatively little 
strain. Nevertheless, the interactions that go on around the sym- 
bols by which we buy are likely to involve the difficulties of all 
communications, and warrant study. Talking about symbols often 
involves discussion of much that is obvious or easily apparent— 
and most of us think we say what we mean. But much marketing 
and advertising thinking goes on with little actual regard given to 
the kinds of symbolic meanings that are so intrinsic to consumer 
viewpoints. Greater attention to these modes of thought will give 
marketing management and research increased vitality, adding to 
their own practical and symbolic merits. 
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EK. Setting Your Sales Targets Accurately 


93. “ESTABLISHING THE MARKET INDEX 
FOR YOUR COMPANY” 


Albert Haring* 


ARKET analysis requires an agreement upon terms or almost 
inevitably it becomes confusing and elusive. In considering 
market indexes, the first step is to define market potential. Sev- 
eral approaches are possible. The potential for an industry can be 
considered the maximum possible sales according to known use. 
Every prospect uses the product and alternate equipment or raw 
materials lose every sale. Every business building, for example, 
might be considered within the potential for fluorescent lighting. 
In consumer goods, each wired home might be considered in the 
mechanical refrigerator potential. A second approach to defining 
potential is to start with actual industry (or company) sales and 
then add increments for improved product, new product uses, and 
planned promotional activities. Here a company may be doing ten 
per cent of the industry volume in its particular type of industrial 
equipment, yet consider its logical potential for the next year to be 
fourteen per cent because of product improvement, pricing chang- 
es, and planned promotions. 

A third definition of market potential is total industry sales of 
the specific product and is usually applied to the most recent year 
for which data is available. For the individual company, this ap- 
proach provides a useful working tool. A market index refers to 
data outside of the firm or industry, the movement and size of 
which indicates a comparable change in the potential of the indus- 
try. Automobile production changes, for example, quickly reflect 
back into steel production. 


WHAT MARKET INDEXES CAN DO 


An ideal market index or a set ofideal market indexes provides 
both area and time information to a company. The number of of- 
fice and clerical workers in an area may indicate the size of the 
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market for office supplies and equipment; additional data about 
number of such employees per business establishment might or 
might not be a necessary adjustment. The sales of major appli- 
ances may be a market index which indicates the demand for frac- 
tional horsepower motors with a 60-90 day lead time. The ideal 
index would provide both lead time for production adjustments and 
also indicate the geographical location of the market. New housing 
starts by area could thus be a superior index for a manufacturer 
of roofing materials, 

Every manufacturer is thus searching for one or more sets of 
readily available and current data which spot the market potential 
geographically in advance of demand and which provide him with 
lead time in excess of the procurement time of all of his basic raw 
materials and essential parts. Such ideal indexes are rare, but 
data which are very helpful can much more readily be secured. 


NECESSARY INTERNAL ANALYSIS 


The first steps in working in the area of potentials, indexes and 
quotas are internal. Each major product classification must be 
analyzed with respect to area sales, customer use, and customer 
by size and type. An index indicative of the transportation market 
might or might not be helpful for the office furniture market. Thus 
segmentation of market and use is essential before approaching the 
problem of market indexes. 

In the industrial field, market potential frequently has a differ- 
ent geographical breakdown for two different uses of the same 
product. Where multiple products are manufactured by the same 
firm, this problem is simply highlighted. 

Not necessarily, but surprisingly often, three-quarters or more 
of total sales volume moves to one-quarter or fewer of customers. 
Each major customer requires analysis as to purchases, use of 
product, and location. When these analyses of product use, cus- 
tomer location, and area sales are completed, the market may be 
divided into six, or ten, or even twenty parts; for each, some out- 
side sources of current data which reflect area potential and de- 
mand timing are desired. 


FINDING ADEQUATE MARKET INDEXES 


Although some industries which market industrial products re- 
port shipments in detail to an association or governmental agency, 
the consumer goods industries have developed and utilized this 
technique to a greater degree. The National Electrical Manufac- 
turers’ Association, for example, collects from members monthly 
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data on mechanical refrigerator shipments; at less frequent inter- 
vals, data are also collected about size of refrigerators, equip- 
ment, and area to which shipments were made. With such infor- 
mation available upon at least an annual basis, the refrigerator 
manufacturer knows a great deal about his market potential and its 
geographical location. At best, the industrial marketer is likely to 
know only total factory shipments on an annual basis. The crea- 
tion and development of similar reporting services for each major 
industrial product during the next decade will greatly assist the 
progress of efficient marketing and the ability to create realistic 
market planning, including adequate sales quotas. 

For the industrial product which does not have adequate index 
data directly available, a search of possibilities must be made. 
‘‘A Basic Bibliography on Industrial Marketing’’ by Thomas A. 
Staudt and William Lazer, just published by the American Market- 
ing Association, will be suggestive. The ‘‘Survey of Industrial 
Buying Power’’ published annually by Sales Management suggests 
many series of data which should be tested as satisfactory market 
indexes. The problem is much more complicated than many simi- 
lar problems for consumer goods, where disposable personal in- 
come, availability of retail outlets, and the number of people may 
well indicate the potential of a specific market. But, starting with 
the Census which publishes much industry data, a researcher 
moves through the Bureau of Labor Statistics releases, OASI data, 
the Federal Reserve information, and similar sources. Whenever 
a series appears appropriate, its variation is tested with variation 
of industry and company sales; if these variations have adequate 
correlation and the series is available upon a geographic basis, a 
start has been made upon locating market potential geographically. 

The industrial use of paper towels and similar paper products 
might vary with total employment. The use of certain types of 
small machine tools might vary with factory employment in plants 
producing metallic products. Acoustical tile sales may be tied to 
school, office and public building construction. Sales of one or 
more company products may vary with and have a definite lag be- 
hind a general index, such as the Business Week Index or the Fed- 
eral Reserve Board Index of Industrial Production (or one of its 
subdivisions). 

The search for an adequate market index may be short or long. 
The best index which can be discovered may be crude; several in- 
dexes may have to be combined. If the industrial product being 
sold has several uses and two or three distinct markets, the total 
number of indexes to be watched may exceed ten. But the facts 
flowing from these indexes give marketing management much more 
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adequate data upon which to make sound decisions and upon which 
to plan. 


USING MARKET INDEXES 


In facing the problem of locating a useful (not perfect) market 
index or indexes, experience indicates that reasonable success can 
be attained in almost every case with consumer products and in at 
least eight out of ten cases for industrial products. Lack of ade- 
quate patient research is believed to be the cause of almost all 
failures to work out adequate indexes. 

Long run forecasting is an obvious use of the market index; for 
products tied to population growth, whether they be washing ma- 
chines or school buildings, significant market data is available 
today about the market in the 1960’s. 

Production planning, when the index moves in advance of de- 
mand, can be greatly improved by using an index which forecasts 
sales changes. New plant and construction plans and contracts 
have substantial lead time before the sale of many products. 

The realistic evaluation of the company sales quota and rea- 
sonable market attainment is made much easier. When the market 
index indicates potential expansion, a company can afford to at- 
tempt to improve its market share; if the market potential is de- 
clining, competition for existing business will be tougher than 
normal, 

Outside of these general uses, the market index can greatly 
assist sales management in a factual approach to market develop- 
ment. Once an index has proven its ability to measure the industry 
potential by area, sales management can use the index to measure 
market coverage and the relative efficiency of salesmen. 

If, for example, market A accounts for ten per cent of national 
sales according to the index but only two per cent of company 
sales, then the index is inadequate or something is wrong with the 
manner in which market A is being handled. Examination of mar- 
ket A will almost inevitably show weakness in company handling 
(at least, as compared with competitors). Once the problem is 
highlighted, solution is usually practical. The common weaknesses 
discovered are too large a territory (not necessarily in geography 
but in prospective customers) for the salesman, inadequate pro- 
motion, inadequate distribution (the many small prospective cus- 
tomers cannot be handled direct), and a lack of realization of the 
actual potential in the market. Experience indicates that che use 
of market indexes to evaluate local market potential uncovers the 
opportunity for a company to increase sales volume by one quarter 
or more. 
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04. “DETERMINING YOUR COMPANY’S SALES 
POTENTIAL —:'THE TASK METHOD” 


J. T. Turner* 


NE of the main threads running through most of our discus- 
O cussions of modern marketing for today and tomorrow is the 
theme of change; change in markets; change in products and pro- 
duction processes; change in techniques for distribution. Such 
changes always create problems. However, atthe same time, there 
is created opportunity to expand sales volume and profit. To take 
advantage of these new opportunities, a given company must alter 
its resources in order to meet new servicing requirements in the 
marketing place. This can be done by adjustments in application 
of current resources and by the addition of new servicing capac- 
ities where needed. The concept is simple; the application is dif- 
ficult. Unfortunately every company has relatively limited re- 
sources which must be employed scientifically tobring the greatest 
return to the company. We often speak and read of the need to 
maximize sales opportunity and volume by “covering all custom- 
ers and prospects in the most economical way possible,’’ but how 
can a company accomplish this if customers and prospects are not 
Static, if they change location and wants anddesires fairly rapidly? 
Frankly there is no formula,—no set of specific techniques which 
will open the magic door to seeking opportunities through more 
effective utilization of resources. What I would like to do is dis- 
cuss with you a point of view as to how an approach to this problem 
might be undertaken. 

Since we seem to have entered into the age of rocketry, I have 
chosen as my vehicle of presentation the guided sales missile. 
Since the ability of a given organization to sustain itself and grow 
is dependent upon its ability to service the requirements of the 
market, I have prepared a seven-stage rocket entitled ‘‘Service.’’ 
Let us first consider some of the implications of this rocket be- 
fore proceeding to examine what each of the stages implies. 

Using the analogy of the rocket age, we could say that each 
company in a given industry faces the same solar system and must 
decide which of several planets it is going to try to reach each 
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year. Three possibilities face the individual company—(1) it can 
aim for the same planet it reached the previous year; (2) it can re- 
treat and aim for a closer planet; or (3) it can reach out and aim 
for a greater distance. Given an expanding market, the first is not 
in line with an ambitious company, and the second is completely 
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incompatible. Thus, we are left with the goal of reaching out for 
a more distant planet, a higher goal of sales performance. Just as 
in missiles fired from Cape Canaveral, there must be guidance or 
direction, and at the same time, obviously power or thrust. Fail- 
ure to direct your missile properly means you will not reach 
your desired target. Just as surely, failure to provide necessary 
power, or thrust, means failure in attainment also. 

We must also be aware that competitive space contains many 
elements not controllable by the single firm. General movements 
in the total economic picture; governmental affairs; competitive 
firm activities; customer indifference. These and others are non- 
controllable elements which must be taken into calculation when 
programming the direction and power input of your sales effort. 

Again, as with rocket people, marketing management must 
plan and provide for progression on the basis of recognized 
responsibility and program accomplishment. Each portion of our 
sales capacity must be evaluated in terms of its ability to contrib- 
ute to the total effort. 


SALES Logically, we may start by examining that part of our 
rocket which we want to get to the target, namely, 
sales volume. Each company, or course, must decide 

what the required sales volume should be for its own purposes. It 
is perhaps only necessary to say here that the volume must be at a 
level sufficient to provide returns to stockholders and add to in- 
ternal capacity to expand, at the same time attracting debt and 
equity financing as needed. We might also point out the growing 
pressure for increased sales volume resulting from increased 
costs of production, research and sales activity. In some areas of 
activity, the costs of research alone represent a very strong pres- 
sure for increased sales volume to support these added expenses. 
What must provide the thrust in order to get our sales figures to 
the desired target? We will start with our first stage. 


EFFICIENCY At the bottom of any successful sales performance 
must lie efficiency. In my judgment, the most im- 
portant element here is the efficiency of manage- 

ment. This is reflected in several ways. One certainly is the 
willingness of management to face up to reality and what has been 
called ‘‘the challenge of change,’’ to assess its implications, and 
be prepared to make adjustments and additions to marketing oper- 
ations. Still another means of efficiency is the ability of manage- 
ment to make such assessments and changes. I believe we over- 
estimate the sophistication of much of our management today, not 
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with respect to change, but with respect to the follow-through in 
the respective organizations. Substantial improvement can be 
realized by advanced training and by advancement of competent 
personnel. The rewards substantially overshadow the difficulties 
of working such an area. One of our own divisions, for example, 
has recently given my department the assignment of making a com- 
plete audit of its distribution structure. The basic purpose is to 
determine the presence of any degree of marketing obsolescence 
by finding out if there are areas in which we are not taking full 
advantage of our opportunities and capacities. Given this type of 
management desire for efficiency, you can be sure your sales 
rocket will be properly launched with the right timing, direction, 
and thrust. A precise evaluation of management capacity to do 
an expanded job is difficult. The present structure must be exam- 
ined position by position and analysis devoted to determining cur- 
rent responsibilities, current incumbents, and projected new man- 
agement requirements posed by the new goals. 

In the case of the sales force itself, the evaluation task is 
somewhat more amenable to measurement. For example, here and 
there careful records of individual sales performances and their 
periodic reviews have served wonderfully well in deciding on new 
personnel requirements, in numbers, training and supervision. 
Given your new sales goal, the adjustment of sales personnel can 
be done systematically and effectively. Now that we are off the 
ground, let us turn our attention to stage 2. 


CUSTOMER Your desired sales volume can only be obtained if 

& customers are persuaded to buy from you. The 

PROSPECTS characteristics of customers and prospects must 

be known in detail. While detailed knowledge about 

customers is vital, it is almost equally important 

to have detailed information about the location and characteristics 

of prospects for your service. Every company should make a con- 

tinuing effort to have a growing file of data on both customers and 

prospects. This should be a major responsibility of your market- 

ing research department. Failure to provide consistently for this 

stage of your rocket will either destroy or substantially weaken the 
thrust capacity of the stages that lie beyond. 


INVENTORIES Given the knowledge of customers and pros- 
pects, management may provide still further by 
evaluation on a continuing basis of its product 

lines. Thus management tries always to meet the changing re- 
quirements and new competitive products whether these be in the 
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same product classification or whether they represent substi- 
tutable purchasing possibilities by the market. Three key pressure 
points exist here: One—the pressure of costs of maintaining in- 
ventories which necessitates elimination of slow moving products; 
two—the growing burdens of meeting rapid physical servicing de- 
mands, and three—the extremely dynamic area of new product 
development. Few areas are as critical and difficult as the latter. 
In planning the sales target for any one year, attention must be 
given to possible impact of adjustment in current product lines, 
as well as to the movement of new products under development to 
the commercial stage. Such possible impacts should be carefully 
built into programming activity. Given a continuing adjustment to 
product lines and the steady infusion of new products, as research 
makes them available, a company is then ready to add on the next 
stage of propulsion. 


VELOCITY With knowledge of who and where customers and 
prospects are, and their product and service re- 
quirements, and with continual adjustment of prod- 

uct lines with product additions and omissions of obsolete items, 
we turn now to stage 4, which concerns itself with the velocity or 
rate of market penetration. Basically, this is represented by a 
triumvirate of activities designed to bring together customers and 
prospects on the one hand and products and services on the other. 
This trio consists of personal selling, sales promotion and adver- 
tising. Generally speaking, they represent a company’s major tool 
of persuasive power. They are also most generally susceptible to 
reasonably accurate control with reference to input/output rela- 
tionships. With a knowledge of the desired sales goal and a back- 
log of previous application of these three weapons, an organization 
can determine how much thrust to build into this stage of the rock- 
et, through varying degrees of application of each of these three. 
Unfortunately, much .of the potential impact of their combined 
powers of persuasion tends to be diluted by a lack of knowledge as 
to what the sales volume effects are with varying schedules of in- 
cremental units of each. I would venture topredict that substantial 
amounts of future research activity will be devoted to developing 
a better understanding of the potential impact of their combined 
use, given varying market conditions. Some companies, including 
my own, are at the present time developing clinical studies in this 
area of investigation. I am certain that the results of such re- 
search are not only going to be very exicting, but very profitable 
in a more efficient adjustment to opportunity. 
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REPORTS As our elements of propulsion push our sales volume 
farther and farther out into the uncertain space of 
time, it is logical that any stage must have built into 

it a communication system which will feed back reports on changes 
being met. For a company’s marketing organization this means 
information about changing competitive conditions and also per- 
formance of the sales organization with respect to an established 
plan. Just as with our rocket experts, marketing management 
must first ascertain what types of control information it will need 
and then must make sure that the communication system will feed 
back this information. It is obvious, I think, that not only must 
your system feed back the information, but provisionmust be made 
for the follow-through adjustments. (No less important in your 
communication system is provision for passing forward to company 
representatives in the market place detailed information as to their 
assigned responsibilities and periodic data on their performances 
to date.) Scheduled review of the purposes and functioning of a 
company communication system will insure that objectives will be 
met or that explanation will be provided as to why a failure oc- 
curred in certain phases of the total sales program. Such under- 
standing should then lead to correction in the next operating per- 
iod. 


ENTHUSIASM We come now to the final stage of propelling our 
sales volume to the desired target. So intangible 
as to defy precise measurement, enthusiasm or 

morale if your prefer, is the final ‘‘kicker’’ which can make or 
break the effectiveness of your marketing effort. With satisfactory 
performance in the other stages of our sales rocket, it follows that 
this stage should function very well. Weakness in any stage along 
the line tends to mean weakness here. As you well know, market- 
ing people in particular, are highly sensitive about how well they 
are being supported in their sales efforts. This is reflected in the 
confidence with which they approach their tasks andthe enthusiasm 
attached to them. 

I turn once again to the concept of a challenging change in our 
markets today and tomorrow. Such changes provide an exciting 
proliferation of opportunity for additional sales volume—but only 
for those firms willing to hold themselves to the difficult task of 
assessing their sales potentials in terms of servicing require- 
ments and then adjusting their capacities accordingly. Those of us 
engaged in meeting the needs of the economy for paper, paper- 
board and lumber, are keenly aware of our opportunities and re- 
sponsibilities. 


a0. “FIXING SALES QUOTAS 
FOR YOUR COMPANY” 


John H, Martin* 


ALES quotas are of major importance in the planning and mer- 

chandising programs of today’s successful business operations. 
Although companies may use other descriptive names to explain 
their guides for future expectations, they are basically using some 
form of sales quotas. Because of these variations of performance 
standards that companies require of sales quotas, each program 
must be designed to fit the specific need. 

While dictionaries do not cover sales quotas as a Separate sub- 
ject, they do give a definition of quotas which refers to ‘‘a pro- 
portional part or share.’’ Since sales quotas are related to poten- 
tial volume, I would like to define today’s topic as ‘‘a proportional 
part of share of the established potential.’’ Sales Quotas could 
also be defined as sales goals, perhaps represented by the steps 
on a ladder. The successful achievement of each sales goal per- 
mits succeeding steps to be taken towards the top of the ladder. 

Because of this relationship, sales quota programs should be 
planned after the potentials have been established and agreed upon. 
Quotas fixed to serve a specific purpose, however, may some- 
times deviate from this requirement because of time or the neces- 
sary expenditures versus the expected results. 

For the purpose of our discussion today, I will divide the sub- 
ject ‘‘Fixing Sales Quotas For Your Company’”’ as follows. 


PART I, Internal company sales quotas (forecasts by 
product and product groups) 
PART II. Salesmen’s Quotas 


PART I 


The usual method of setting annual product sales quotas for in- 
ternal operations requires the use of both your own and outside 
sources of statistical and reference data. Information concerning 
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past history drawn from sales records, etc. are usually charted 
and reworked into various forms of analysis and correlations 
which indicate the future volume and trends. This approach is 
basic and should by all means, be prepared as the ground work 
in fixing these sales quotas. The reason I refer to this as 
‘‘ground’’ work is that I disagree with those who feel that the anal- 
ysis of past history will adequately chart the course of the future. 
When sales quotas or forecasts are prepared, we are, without 
reservation, planning for the future. Knowledge of what the im- 
mediate future holds becomes a necessary requirement, 

To do this job well is to know your major accounts or cus- 
tomers one by one. Many people believe that because they have 
so many customers this approach is impossible. However, in the 
majority of companies, 25 per cent of the top accounts control ap- 
proximately 75 per cent or more of the total business. A listing 
of all customers in descending order according to annual dollar 
volume will reveal those accounts that are supporting the major 
portion of your business. These accounts should then be set aside 
for special analysis. The other 75 per cent of accounts can then 
be grouped together for trends and correlations developed from 
regular statistical studies. 

Your representatives, or others, who call on these top accounts 
are usually the best men for getting information. They must, by 
necessity and through their own efforts, learn a great deal about 
how these preferred customers regard the company. Without this 
information, your men cannot produce for you in today’s fast and 
competitive markets. 

A recent article published by the Grey Advertising Agency Inc. 
in the journal Grey Matter pinpoints this fact with two excellent 
statements. ‘‘The character of the typical salesman is continuing 
to change. From the back-slapping, breezy, racy, happy-go-lucky 
individual of the pre-war era he has become very much a creative, 
sincere, hard-working business man. In addition to merchandise, 
his stock in trade consists of knowledge, ideas, imagination, and 
ingenuity.’’—‘‘Knowledge is the strong foundation on which suc- 
cessful selling rests. The top-notch salesman knows it. No one, 
but no one, knows more about his customers, his territory, his 
product than he does.”’ 

The efficient salesman has complete knowledge of the very in- 
formation many individuals believe is impossible to locate for use 
in preparing sales quotas. The only real obstacle appears to be 
in the recording of the required information for use at a central 
point. Simple reports must be prepared by the field representative 
on a regular scheduled basis. For example, salesmen should 
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explain what the account has on order and what size future orders 
are expected. He should tell you what products his account is 
developing and how you fit into the development plans. Let him 
indicate how you stand up against competition at the major account 
by volume, price and quality for each of your comparable products. 

Up to this point, I have left out a very important part of future 
planning which involves the Prospective Customer. A company 
cannot successfully grow unless prospects become customers. Se- 
lect the major prospects in each sales area, and set up reporting 
procedures, similar to those of regular major customer reports. 
You will be impressed with the information revealing how you 
stand in comparison with competitors. Through this procedure 
you will be kept informed on current developments and will also 
eliminate the major confusion that sometimes develops when a new 
account of major size becomes your customer. As prospects be- 
comes customers, a change is necessary in the reporting proce- 
dure, and the search for more new prospects begins. 

Automatic equipment or manual operations can be used to ana- 
lyze and project this information. Comparison of this outside data 
against your internal statistical forecast will indicate the required 
adjustments. With statistical analysis and modern information, 
you will be in an excellent position to fix your overall product 
sales quotas.. A good product forecast is necessary to estimate 
not only future production and inventory levels, but all other al- 
lied requirements related to anticipated volume. 


PART II 


Salesmen’s or field sales quotas are quite often referred to as 
sales goals. These goals may be stated in either units or dollars, 
whichever adequately represents the description of volume, each 
salesman is expected to accomplish. 

Field quotas should be set at a rate that cannot be achieved 
except by extra effort on the part of the salesman. Successful ac- 
complishment of the quota by each salesman reminds me of the 
example we used previously of the ladder, where quotas were 
represented by the many steps leading to the ultimate potential. 
A salesman will never be hesitant to advertise that he was sucess- 
ful in going over quota, because now he is climbing his own lad- 
der to better things. 

As a general rule, a salesman receives some extra form of 
compensation for the successful accomplishment in making his 
quota. This compensation is usually in the form of money; howev- 
er, prizes, gifts and vacations are also incorporated in success- 
ful incentive plans. It is imperative that quotas be correctly set 
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to prevent a producing salesman from becoming dissatisfied be- 
cause he was unable to earn extra compensation. Conversely, it 
is important to prevent payments of large sums to a salesman 
who did not do the required job. When future quota adjustments 
are made, he will be an unsatisfied salesman. These problems 
are not difficult to avoid, if a proper analysis is made of the situa- 
tion and, if your basic program is developedon a sound plan. 

A considerable change has taken place in the earning pattern 
of the American salesman during the past ten years. Before this 
time, a great number of salesmen were paid on a straight salary 
or straight commission basis. Today, the trend is more towards 
a combination type of compensation which includes a base salary 
plus bonus and/or commissions. Earnings other than the base 
salary are usually controlled by the salesman’s success in achiev- 
ing his sales quota. 

Probably the most common method of fixing sales quotas is not 
only the easiest to work, but also acceptedas one of the best. This 
method says to the salesmen ‘‘sell more this year than last year, 
and you will earn additional money.’’ In effect, last year’s sales 
volume becomes his quota for the next year. As a general rule 
this is a satisfactory plan from both the company’s and salesman’s 
viewpoint. The company pays bonus or commission only for sales 
increases, and the salesman is showing that he can better his pre- 
vious year’s record. Several recent surveys have been taken of 
salesmen to determine the type of quota program under which 
they preferred to operate. The average salesman did not object 
to being judged against his previous year’s record, but usually 
questioned the other types of quotas that seemed to be arbitrarily 
set for his territory. The program based on the previous year’s 
sales does have certain limitations. It is an excellent plan for 
today’s market when business recoveries appear to be assured; 
however, several years ago when we started into the recession 
period, this plan would in most companies have ended in failure. 
In a period of a recession, it is sometimes far better to make ad- 
justments and pay bonus on quotas set at 90 or 95 per cent of the 
previous year’s or some other calculated volume than to pay bo- 
nuses or commissions only on sales increases, It is possible dur- 
ing the time of a business decline, to operate at a smaller volume 
with an account than during the previous year and actually be show- 
ing a ratio increase for the use of your products over those of 
your competitor. 

Regardless of the type of incentive program you use, itisa 
good policy to change your program of setting quotas at least every 
three years. This keeps interest alive and eliminates the 
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probability of a few salesmen milking the system dry. Also, the 
preparation of a statement or an agreement with your salesmen 
for exactly what the sales quota plan includes and the rules and 
regulations under which you will operate the program is essential. 
Sales quota programs without sufficient rules will allow it to be- 
come full of loopholes, inconsistencies, and a lack of direction. 

When we originally went to an incentive program for extra 
salesmen compensation, we installed a sales quota plan. The in- 
dustry was beginning to experience a decline which we wanted to 
reduce to a minimum for our company. Our program was based 
upon the following principles. No. 1—A review of all customer 
status reports was made in order to establish a potential and sales 
estimate for each large account in an assigned territory. This 
estimate was based upon the projected business that our company 
would do with each of these accounts during the coming year. 
Previous year’s volume by product types was used as a bench 
mark. No. 2—The number of accounts that supported 25 per cent 
of our business were grouped together, and an estimate by terri- 
tory was given after the analysis was made of the previous year’s 
sales patterns of this large group of accounts. No. 3—A sales 
curve was drawn indicating the percentage of business each sales- 
man should have shipped during every month of the year. For 
each month the salesman achieved his cumulative monthly quota, 
he was paid a fixed flat amount over his normal earnings. For 
months during which that quota was not achieved, no quota pay- 
ments were made. However, if at the end of the year he was able 
to overcome these deficits, we re-imbursed him for all months 
that he did not receive bonus payments. Asan additional incentive, 
we included a percentage payment for each dollar that the sales- 
man exceeded his total annual dollar quota. Through this method, 
we were able to prove to our salesmen that an incentive program 
works satisfactorily even in periods of business decline. 

For this year, we have changed our program and are now work- 
ing on the method of paying for increases over business booked 
during the previous year. As in our previous plan, we pay a fixed 
flat amount each month to every salesman who goes over his 
previous year’s cumulative monthly dollar volume. We have left 
a clause that we will make up all monthly payments he missed, if 
he is successful by the end of the year in making up any losses. 
We also have kept alive the added incentive of a percentage pay- 
ment for each dollar over the previous year’s total sales volume. 

We feel the advantages of this plan are tremendous, because of 
the possibilities of change without basically causing anew complete 
plan to be put into effect. Monthly bonus payments may be based 


f 
a 
y 
e 


432 ADVANCING MARKETING EFFICIENCY 


on last year’s volume plus fixed percentage adjustments necessary 
because of industry growth or price changes. Theper centage paid 
on total annual increases can be varied and can even be put on an 
ascending or descending rate scale. 

We have planned basically the same type of program for next 
year as we now have in operation except that each salesman can 
earn more money by achieving quota. During this time, we will 
continue to require each salesman to complete and mail to our of- 
fice, customer and prospect status reports on those accounts 
which we feel are of major importance in his territory. We are 
keeping this information, not only for our internal planning, but 
also for facts that are immediately available ifthe necessity arises 
for us to determine a specific salesman’s quota which may not be 
set upon his previous year’s activity. 

Regardless of the quota changes, we feel they should very defi- 
nitely be set to enable the salesman to earn additional compensa- 
tion and should not be arranged to take him backward in his 
earnings for any extensive period of time. It is also important to 
make arrangements that a salesman be quickly advised as to how 
well he did during the month under consideration. If incentive 
2arnings are due him for his efforts, these payments should be 
made in the shortest possible time after the period in which they 
were earned. 

Customers see and judge a company by the appearance and ac- 
tion of the salesman. An unhappy salesman cannot create a good 
image of a company as the happy salesman can with little or no 
effort. Efficient quota programs make happy salesmen and ef- 
ficient company operations. 


Part Four 


MARKETING 
EDUCATION 


A. The Marketing Curricula in 


Tomorrow's Schools of Business 


96. “TOMORROW'S MARKETING CURRICULUM 
AND THE PROCESS VIEW OF MARKETING” 


Harvey W. Huegy* 


F curriculum is a complex structure of courses, sequences, 
prerequisites, and requirements constituting an entity much 
larger and more complex than the particular specialization which 
gives it a title. Curricula are modified and influenced by the edu- 
cational objectives and philosophy of the Schools of Business and 
the Universities of which they are a part and thereby acquire a 
variety of educational objectives. In addition curricula of the past 
and present (and I suspect of the future) are in some part the prod- 
uct of faculty bias, vested interests, academic intrigue, and good 
old-fashioned logrolling. Out of this weird environment will 
emerge the marketing curriculum of tomorrow which will inevi- 
tably be in part the captive of its history and its environment. 

The particular type designated a marketing curriculum is not a 
single variety, for marketing curricula themselves develop a se- 
ries of sub-species reflecting sub-specializations of marketing. 
It should then be understood that neither the entire curriculum nor 
all varieties of marketing curricula are included. A discussion of 
the marketing portion of the curriculum—neither a forecast of 
what the marketing curriculum will be nor a prescription of what 
it should be—is the discussion of principles of structure which 
may be used to guide the development of the marketing portion of 
tomorrow’s marketing curricula. 

There is a temptation to take the currently popular ‘‘integrated 
marketing’’ approach as a guiding principle. Perhaps, as aca- 
demicians, we feel we have always followed this approach and this 
feeling may explain why we have difficulty in appreciating the con- 
temporary excitement about this ‘‘discovery.’’ But, although we 
have always viewed marketing as an integrated process, I’m not at 
all sure this approach has been followed in the construction of a 
marketing curriculum. Rather the development of marketing 
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curricula appear to have followed certain centralizing tendencies, 
all of which tend toward specialization, but along different prin- 
ciples. Those clearly apparent are: 

By institutional activities, such as, retailing or wholesaling— 
most fully developed in schools of retailing. 

By functional activities, such as, sales and sales management, 
advertising and advertising management, marketing research, and 
so on, 

By commodity specialization, such as, agricultural products— 
most fully developed in Colleges of Agriculture~and industrial 
marketing—developed most fully as a curriculum in the technical 
schools. 

Cross currents have, of course, appeared. Certainly some 
curricula have not clearly followed any of these centralizing prin- 
ciples. Illustrative of other specialized curricula are geographi- 
cal, as reflected through foreign or international marketing. In 
one sense they centralize the curriculum on the basis of charac- 
teristics of the market and could include industrial as congenially 
as international. 

Marketing management has also offered a basis for curriculum 
development although perhaps it has usually been a thread, or 
point of view, or manner of approach common to the various spe- 
cialized curricula rather than the basis for curriculum organiza- 
tion, 

Since management furnishes the basis for curriculum construc- 
tion in the advanced professional or graduate programs, such as 
the MBA or DBA programs, such programs could logically en- 
compass a marketing curriculum integrated by the centralizing 
influence of management. But there is certainly room for question 
as to whether such programs should be viewed as marketing cur- 
ricula—or whether they are more properly considered as the mar- 


keting aspects of a management curriculum. The soundness of 


this approach is not questioned here but whether following it re- 
sults in a marketing curriculum. 

This brief review suggests the broad question of whether the 
marketing curriculum of the future should be developed on the 
basis of specialization, and if so what specialization of special- 
ties should become the centralizing elements? 

Not as a prescription, but in the interest of stimulating discus- 
sion, I suggest as an additional candidate for the centralizing ele- 
ment the view of marketing as a process. 

Viewed as a process the marketing curriculum could deal with 
two basic aspects of marketing: (1) the individual firm process, 


certainly a very proper stance for professional education; and 
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(2) the social and economic process, which is quite appropriate 
for the development of philosophy or theory and thus a proper 
basis for academic programs. 

In terms of a professional curriculum the process view pushes 
toward a unified study of marketing and business. Consideration 
of the structure, the institutions, the commodities, the various 
marketing activities constituting the total process of marketing 
encourages study of marketing in terms of the total business proc- 
ess and in terms appropriate to the objectives of professional 
programs of study. The process view lends itself well to consid- 
ering Simultaneously parallel activities of the business, such as, 
fabrication, finance, accounting, as they are related to and impinge 
upon marketing, and as they and marketing, in effect, become a 
part of the total business process. By keeping marketing as the 
core, the centralizing element of the curriculum, it remains a 
marketing curriculum, but in a more intimate relationship to the 
total activities of the firm rather than in terms of the separate and 
highly specialized marketing activities. 

In one respect the marketing curriculum which would be devel- 
oped in conformity with the view of marketing as a total process 
conforms to the general requirements of the marketing manage- 
ment approach. But it should be different from the results if the 
tenuous thread of management of the discrete or specific market- 
ing activities, or functions, or markets, or commodities, or insti- 
tutions were to be followed. It should also be different from a 
curriculum developed through the unifying thread of business man- 
agement. 

Questions of feasibility and practicality are certainly proper; I 
cannot say the suggested approach is feasible since it is not being 
done, to my knowledge. One extremely difficult issue concerned 
with feasibility is the finding of a sound basis for division into 
courses, especially sequential courses. The basis for the aca- 
demic division of labor through courses, and student schedules by 
semesters or quarters, requires cleavage lines dividing subject 
matter. And cleavage lines dividing the total marketing process 
are not easily found; but neither are the cleavage lines dividing the 
complex and intricate business process easily found. The fact is 
cleavage lines are being used which divide the study of marketing 
and business. So the question is not the fact of division—that has 
already occurred—but the basis for making the division. It is my 
present suggestion that the result of approaching the task as the 
division of the whole marketing process would result in more 
meaningful and less duplicatory divisions that has our present ap- 
proach of dividing upon a number of principles. 
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The traditional divisions of subject matter have been with us so 
long they have become the basis for the division of the literature 
as well as the teaching and this presents additional difficulties. It 
is inevitable that teaching materials consistent with the structure 
of courses and of the curriculum should develop. Conversely the 
development of the literature stimulates and guides the courses 
and curriculum. A new approach to curriculum, and courses, 
usually does not find teaching materials ready and waiting. So the 
development of each stimulates and limits the other. 

Having suggested the process view of marketing as a basis for 
curriculum development; recognizing that a curriculum is effective 
through courses; acknowledging that courses can be presented only 
through literature; and bowing to the practical reality that this 
means division of the whole into meaningful segments; it then be- 
comes necessary to suggest possible divisions. At present these 
suggestions can only illustrate approaches to a solution. 

The work could be divided on the basis of difficulty or com- 
plexity of the problems dealt with. Perhaps the courses could 
move up the ladder of complexity from the lower operating levels 
to the operation of the total enterprise, with some divisions of 
courses for strictly technical problems. 

Perhaps the work could be divided on the basis of the perspec- 
tive from which the problems are viewed, say consumer, manu- 
facturer, middleman or market intermediary view with the culmi- 
nation being the social~economic view of the total process. 

Another approach would be to divide on the basis of stage in the 
process, moving from origin through intermediate to utilization. 

Illustrative of the nature and difficulty of this problem is the 
point that these various bases for division are ultimately quite 
similar although superficially quite diverse. 

In conclusion, my purpose was not to outline the curriculum, 
nor to develop the courses constituting the curriculum. My more 
modest purpose was to encourage discussion of an alternative view 
as a basis for future curriculum development. The process view 
of marketing may not prove feasible as a basis for curriculum 
construction, but consideration of it may lead to modification of 
portions of the curriculum so that understanding of this view is 
furthered within a curriculum structured along other, more tra- 
ditional, lines. 


57. “ADDITIONAL COMMENTS CONCERNING 
MARKETING CURRICULA TOMORROW” 


John E. Jeuck* 


RADITIONAL marketing curricula have been marked by an 

excessive multiplication of specialized courses, an emphasis 
on descriptive details of the institutional framework, and a failure 
to produce more than very limited generalization despite an enor- 
mous accumulation of often useful detail. 

Since a marketing curriculum is presumably more than one 
course, these remarks will be directed towards conventional de- 
gree programs in universities, and undoubtedly reflect my own 
conviction that undergraduate curricula generally tend to be too 
specialized. It is a curious anomaly that undergraduate programs 
are almost always more specialized than are graduate programs 
in business administration. 

Academic training for business administration should concen- 
trate on preparing students to cope effectively with a range of 
problems which can hardly be anticipated with any degree of spec- 
ificity during the students’ in-school period. To the extent that we 
are concerned with preparing the students for major executive 
responsibility, the concern is very largely with action situations 
that students will not face for many years after graduation. This, 
if nothing else, suggests that an undue preoccupation with the de- 
tails of marketing institutions may be a less efficient use of the 
student’s time, which is limited at best, than a program which 
focuses on underlying problems and methods of analysis appro- 
priate to the solution of a wide range of problems. One can hardly 
fail to be impressed with how different circumstances are now 
than they were twenty-five years ago. In terms of marketing 
methods and strategies, one quickly thinks of the Robinson-Patman 
Act, probability sampling, motivation research, the marked shift 
in emphasis from agricultural to industrial markets, supermar- 
kets, discount houses, and an enormous array of products that did 
not exist at all twenty-five years ago. 

It should be noted here that one’s concept of what marketing is 
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all about obviously affects one’s views of an appropriate curricu- 
lum. My own prejudice is that marketing is essentially and prop- 
erly a preoccupation with the nature of markets and the character- 
istics and explanations of the demand for goods and services. That 
is to say, marketing is or should be focused mainly on the revenue 
side of the traditional cost and revenue problem. This is, of 
course, a matter of emphasis, but the most difficult problems in 
marketing are problems that arise because we know So little about 
the character of market demand and have small ability yet either 
to forecast accurately the level of demand in particular situations 
or to explain the sources of changes in demand. Failure to give 
adequate consideration to the appropriate limits of the field is it- 
self one of the principal sources of excessive multiplication of 
marketing courses. 

If one defines marketing management as an activity concerned 
with the understanding and exploitation of demand, it follows that 
there are essentially three major sets of issues to be considered— 
merchandising or product and product line decisions, i.e., the def- 
inition of product; pricing strategy and the circumstances in which 
strategies differ; and the market communication process in which, 
on the one hand, potential buyers are both informed and persuaded, 
and, on the other, the producer provides for feed-back from the 
market. These pervasive and continuing problems which are basic 
to any time and any economic and social organization are the ap- 
propriate content of the courses in a marketing curriculum. 

Prerequisite to much substantial progress in generating appro- 
priate course content and developing skills in the solution of mar- 
keting problems are a series of other subject matters, not confined 
to marketing problems but basic to a wide range of business prob- 
lems. Certainly, the concepts and methods of economic analysis 
are central to understanding and solving marketing problems. But 
marketing is more than economics, and there is developing a body 
of substance in the behavioral sciences that must be part of the 
professionally trained marketing practitioner. Finally there are 
those quantitative methods of mathematics, statistics, and account- 
ing which are fundamental to the measurement of markets and the 
evaluation of performance. 

The overall suggestion with respect to marketing curricula is 
then that courses should generally be reduced in number and that 
a larger proportion of the students’ time invested in the disci- 
plines which underlie a vast range of problems. One may infer 
that this is subverting the interests of those of us who have been 
brought up in another tradition~an argument for technological un- 
employment. But full employment seems assured even for those 
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of us suffering from obsolescence, since the student market base 
is probably to expand so rapidly that those of us already ‘‘certi- 
fied’’ will be carried forward on the wave of a secular trend. In- 
deed, a principal and timely argument for pruning the proliferating 
branches of many marketing curricula is simply a scarcity of 
resources in terms of an exploding demand. While it is suggested 
here that the marketing curriculum could well consist of fewer 
specialized courses than are frequently found in school catalogs, 
it is also intended that there should be both a general marketing 
course for all students in business administration and, where re- 
sources permit, elective courses as well. The general course 
should properly orient students to characteristic marketing policy 
problems and to the institutional framework, especially to the re- 
curring changes in the structure of distribution. 

Elective courses may properly reflect the particular interests 
of the faculty, the context of the school, and the changing impor- 
tance of particular problems. One of the chief purposes of elective 
courses is the opportunity they can afford faculty for the develop- 
ment of concepts and materials that may ultimately enrich both the 
general course and the core courses of the curriculum. The avail- 
ability of electives should be a means of developing not only cur- 
rently enrolled students, but perhaps more important, members of 
the faculty and the professional field. Especially useful for the 
latter purpose may be such ‘‘courses’’ as the following: 


Consumer Behavior. 

Marketing Institutions and Trends (the structure of mar- 
kets). 

Comparative Marketing Systems. 

The State and the Markets. 

Marketing Theory. 

Special Problems Seminars or Workshops. 


The preceding observations assume that course titles and em- 
phasis are less important than substance, and it is assumed that 
much the same thing may be accomplished under a variety of 
course titles. It should be noted too that a ‘‘specialized’’ course 
from any ‘‘good’’ professor is obviously superior to a more gen- 
eral course from a ‘‘poor’’ professor. But that is not to say that 
curriculum construction is irrelevant, since the attraction of 
‘‘sood’’ men will be related to what they are expected to teach, and 
budgets being limited, a refusal to revise curriculum means that 
we may be foreclosed from the opportunity to attract into market- 
ing people who have been trained in other (related) disciplines. 
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This would be unfortunate for the most fruitful development of the 
field. 

Having exposed my own prejudices, one may wonder what like- 
lihood there is of moving in the direction suggested. Whatever the 
course labels may be, and omitting the inevitable and certain ef- 
fects of established vested interests of existing faculty groups and 
the ever present budgetary constraints, certain underlying influ- 
ences appear to lead in the direction of fewer specialized courses 
and a larger emphasis on underlying disciplinary training. Among 
these influences is the increased interest in graduate professional 
education, which has characteristically been less preoccupied with 
specialization than have undergraduate schools. Further, there 
are some signs, especially among better students, of a disenchant- 
ment with descriptive, narrowly vocational courses offering little 
intellectual challenge. 

The demands of business are mixed and not easily interpreted. 
They may, however, be divided into substantial demands and cere- 
monial demands. It is hardly the function of responsible teachers 
to respond eagerly to the ceremonial demands which frequently 
take the status-seeking form of pressures for specialized degree 
programs. One of the functions of academic administrators is to 
devise ways and means of satisfying the ceremonial demands of 
business—and the other clients and patrons of the university—with- 
out seriously interfering with the educational process. With re- 
spect to the substantial and serious demands of business, there is 
very little evidence that the business community is united in its 
view of what business education is or what it ought to be. The 
more responsible and, on the whole, influential leaders in busi- 
ness tend to be receptive to a variety of plausible programs and to 
be less interested in curricula than in men. 

Finally, significant changes are occurring in the doctoral pro- 
grams at a number of universities which have traditionally sup- 
plied a substantial proportion of business school faculties. As the 
products of such training are disseminated, they are certain to 
influence tomorrow’s curricula. Associated with, and partly re- 
sponsible for the reform of doctoral training, is the demonstrated 
concern of certain of the great Foundations. Their generous sup- 
port is contributing substantially to a re-examination of traditional 
curricula and to promising experiments in business education. 
The Gordon Report (Ford Foundation) and the Pierson Report 
(Carnegie Foundation) may turn out to be less straws in the wind 
than the heavy breath of a developing tornado. 


98. “ANOTHER VIEW OF TOMORROW'S 
MARKETING CURRICULA” 


Schuyler F. Otteson* 


MONG the major functional areas in business, marketing is one 
of the more recent fields to receive a place in the organized 
curricula of our universities. The first courses in marketing—and 
it is no doubt stretching a point to label them as marketing cours- 
es—appeared about 1902. A scattering of courses were added in 
the years that followed, but not until after World War I did the 
study of marketing gain a firm foothold in our business curriculum. 
The early pioneers in marketing were few in number but ex- 
tremely influential in laying the conceptual framework for our tra- 
ditional marketing curriculum of today. Likewise, they were re- 
sponsible for founding the forerunner to the American Marketing 
Association, the major professional organization in the field, and 
for initiating the research upon which our current understanding of 
marketing relies heavily. 

Courses cannot be taught without teaching materials, and these 
materials usually mean textbooks. Three of the recent leading 
textbooks for the general or ‘“‘principles’’ course in marketing ap- 
peared as first editions in the 1920’s. Fred Clark mimeographed 
a text that was used in 1921 to 1922; this was published in 1922. 
Since the author was an economist by training, and had been influ- 
enced strongly by literature from agricultural marketing, this 
book, through its several editions, showed the leanings and inter- 
ests of an economist, and carried a heavy emphasis on agricul- 
tural products. While the content had been revised and updated, it 
is interesting to observe that the 1942 edition (which was the best 
selling marketing text in the year or two to follow) did not differ 
substantially in organization from the 1922 version. 

In 1921, Professor P. D. Converse published his first volume 
of Marketing, Methods and Policies, which preceded The Elements 
of Marketing, the first editioa of which was published in 1930. To- 
day this book is in its sixth edition; it is now authored by Converse, 
Huegy, and Mitchell and is one of the leading books in the field. In 
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1927 the Maynard, Weidler, and Beckman book, Principles of Mar- 
keting, was first published. Again, to be sure, the subsequent edi- 
tions were revised, updated, and improved, but the general ap- 
proach is substantially the same as that of the 1920’s. The 
Harvard Case Materials on Marketing, published in book form for 
use in both an introductory problems course and in an advanced 
course, were also available to the professor of the 1920’s. 

Thus, the present basic book in marketing, its general struc- 
ture, purpose, and type of coverage, was hammered out in the 
1920’s, and the introductory courses were likewise molded in the 
same general period. Of course, other books have since appeared, 
some following similar patterns and some with different approach- 
es. But those cited above are presently among the leading texts, 
except for the Clark book, which has not been revised since 1942 
(Professor Clark died in 1948). Recently there has been some 
shift in emphasis from the ‘‘general economics’’ of marketing to 
marketing management. More will be said about this later. 

Again, in the writing that went on within major areas of mar- 
keting—namely sales management, advertising, retailing, whole- 
saling, credits and collections, and marketing research—many 
earmarks of the writers in the 1920’s may be observed. Tosdal’s 
Problems in Sales Management was published in 1921; Paul Nys- 
trom’s The Economics of Retailing came out in 1915; the first ed- 
ition of Credits and Collections in Theory and Practice by T. N. 
Beckman appeared in 1924; and Wholesaling also by Beckman, was 
published in 1926. Although the textbooks on marketing research 
came out at a later date, the books on commercial research pub- 
lished in the early 1920’s laid much of the foundation for the more 
well-known books that were to follow. 

These publications are intended as illustrative, and surely the 
list is far from complete. But they do illustrate the teaching ma- 
terials that were made available for the new course areas in mar- 
keting, and what are now traditional courses which came into being 
during that era, 

The training of these early authors was often in the field of 
economics. However, in a few instances, such as that of Walter 
Dill Scott, psychologists added to the literature, especially on the 
subjects of advertising and selling. 

Turning from texts to courses, one observes that the course 
offerings in marketing in the mid-1920’s bear close resemblance 
to the offerings in many schools of today. A proliferation of cours- 
es occurred in the following decade, but the major basic offerings 
—at least according to course titles and descriptions, and accord- 
ing to currently available information—often did not vary greatly 
from one another, 
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The basic ‘‘principles of marketing’’ course was firmly estab- 
lished as a requirement for the undergraduate business major. 
The core of advanced work included sales management, advertis- 
ing, and retailing. It was not uncommon to find two or three cours- 
es in each of these areas, and there were some schools where a 
student could take at least seven courses in advertising, majoring 
in that area. Other offerings frequently found were salesmanship, 
credits and collections, and foreign trade. 


PROLIFERATION OF COURSES IN THE 1930’S 


More courses and more types of majors made their appearance 
during the period of the 1930’s. The expansion in course offerings 
took several forms. Sometimes two courses were created where 
one existed before. More often, courses were added, giving vent 
to greater specialization and at times to somewhat greater voca- 
tional emphasis. The marketing major came into being at some 
institutions, and additional majors were created in advertising, 
retailing or merchandising, and sales. The format of the 1920’s 
was not changed, but it was greatly magnified. In the process of 
expanding offerings the general educational objective was some- 
what changed by shifting the emphasis (often, I suspect, without 
plan or preconceived intent) from education for general business 
management to education for skill in a subarea of marketing.’ 

Marketing research, as an organized study, was finding its way 
into the curriculum on a more general scale by the late 1930’s. 
Two books, one by Lyndon O. Brown and another, edited by a com- 
mittee in the American Marketing Association, appeared in 1937. 
These books helped provide necessary text materials for courses 
on this subject. The great popularization of marketing research 
was not evident until after World War II, but by 1940 it had found 
its place, at least in a minor way, in most marketing curricula. 


WAR AND IMMEDIATE POSTWAR SITUATION 


Needless to say, in the period from 1941 to 1946, there was lit- 
tle attention paid to curriculum, and especially to the work in 


1. I wish to emphasize that this generalization, along with others in the 
descriptive part of the discussion, describes general trends, but not the situa- 
tion at all schools. Such subjects as salesmanship received considerable play 
in a few schools in the very early 1920’s, and at the same time other institu- 
tions have held to the general management objective throughout the years. 
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marketing. With scarcities, allocations, and consumer goods ra- 
tioning, marketing was viewed as an unnecessary area of study, 
even by the small group of students and professors that remained 
in the schools of business during the war period. 

The prewar marketing curriculum remained basically un- 
changed during the years immediately following the war. Several 
factors may explain this situation. The flood of students and the 
shortage of teachers forced most schools to spend their efforts on 
keeping the shop running rather than on making major innovations 
in curriculum. The doctoral programs dried up during the war, 
contributing to the dearth of professors, and private business op- 
portunities siphoned off another group of marketing men who had 
the training for academic work. While this was a problem gener- 
ally for schools of business, it may have been a bit more acute in 
marketing since the supply of professors of marketing in imme- 
diate prewar days was surely never more than adequate. 

The principal development in the curriculum was the increased 
emphasis on marketing research, which, by 1950, stood beside 
sales management, advertising, and retailing as a major study 
area in marketing. Not only the academic halls, but the American 
Marketing Association also blossomed out in this direction—to the 
extent that it was criticized by some for being a society for mar- 
keting research. Mushrooming of research departments and the 
number of job opportunities in the area encouraged greatly the 
growth and interest in all phases of research work. 

In the 1940’s critical analyses of marketing thought as it had 
then been developed began to appear. In 1941, for instance, Robert 
Bartels presented as a doctoral dissertation a study of ‘‘Marketing 
Literature—Development and Appraisal.’’ His inquiry into the 
status and tendencies of marketing knowledge appeared in articles 
in the Journal of Marketing.” The questioning about how marketing 
thought had developed grew into scattered rumblings for change 
from the general orthodoxy. The noises may have seemed faint, 
but they heralded the movements that were making inroads and 
were leading to many present-day experiments and innovations. 
An interest in marketing theory was expressed by a few, and 
others were showing an interest in marketing management. Illus- 
trative of this ‘‘unorthodoxy’’ was the book, Theory in Marketing 
(1950), edited by Cox and Alderson, and sponsoredby the American 


2. ‘*Marketing Principles,’’ (October, 1944); ‘‘Can Marketing Be a Science,’’ 
(January, 1951); and ‘Influences Affecting the Early Development of Marketing 
Thought, 1900-1923,’’ (July, 1951). 


TOMORROW’S MARKETING CURRICULUM 447 


Marketing Association. Other writings of this type were also mak- 
ing an appearance. But the mills of the gods grind slowly, and 
while these were important portents of change, they were slow to 
be incorporated in the marketing curriculum of the vast majority 
of schools of business across the land. 


t 


B. Marketing Management — ‘Something 


Old. New. or Borrowed? 


59. “MARKETING MANAGEMENT: 
A NEW POINT OF VIEW~ 


John A. Howard* 


NE way of approaching a discusstion of marketing management 
O and sales management is to ask the rhetorical question 
‘‘Should there be, for academic purposes, a distinction between the 
two?’’ My answer would be in the affirmative, and I would go even 
further by recommending that in schools of business ‘‘Marketing”’ 
be replaced by ‘‘Marketing Management.’’ The simpler question 
will be dealt with first and the more inclusive problem. 


II 
Marketing Management vs. Sales Management 


That a distinction should be made between these two terms can 
be argued on two grounds: business practice andthe importance of 
sales management problems pey se. 

Clearly business practice has come to make a sharp distinction 
between the two activities. Basically, the change is in the point of 
view taken by company executives. They tend more and more to 
look at marketing as involving a separate sub-operation which de- 
mands the careful integration of its parts. One, and only one, of 
these parts is the management of salesmen. In many cases the 
change in point of view is significant enough to require a shift in 
functions among executives so that some company reorganization 
is necessary. 

This change in company practice suggests, in the absence of a 
strong argument to the contrary, that the distinction should be 
made between sales and marketing management. To State the 


*John A. Howard, Professor of Marketing, University of Pittsburgh. 
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proposition more generally, in training executives, schools of 
business should in their teaching method and content recognize the 
nature of the organizational environment in which these executives 
will function. Moreover, the marketing teacher can communicate 
more effectively with company executives if common terminology 
is used. 

If marketing courses are to be appropriately modified to con- 
form to this change in company practice, it is not only important 
that we know practice has changed but also why is has changed. 
What are the forces behind it? For example, it could be merely 
a fad and soon will be discontinued. This possibility is supported 
by a few examples from the trade papers of companies discontinu- 
ing the use of ‘‘Marketing Vice President’’ and reverting to ‘‘Sales 
Vice President.’’ If so, as marketing teachers we can relax and 
jibe businessmen about their irrationality. If the forces are more 
basic and enduring, however, an understanding of them will enable 
us to more accurately predict future marketing organization struc- 
ture which can aid current decisions on marketing curricula in 
schools of business, 

My own hypothesis which is supported by casual discusstion 
with executives, but not by any systematic investigation, is that the 
change in company practice is the result of two kinds of technologi- 
cal change. First, and primarily, it is the result of the obviously 
increasing industrial research that leads to new products. De- 
signing the marketing strategy for a new product is remarkably 
different from designing the strategy for a going product because 
of the reliability of the information available. In the former case, 
to use what is perhaps a trite but apt metaphor, the marketing 
executive is sailing uncharted seas. In this situation serious mis- 
takes can occur before they are identified and corrected. Conse- 
quently, in order to avoid these mistakes the careful integration 
of all parts of the marketing strategy for new products is felt to 
be more essential. 

A second type of technological change has been the rise of mar- 
keting research techniques, for example, market testing methods. 
These have made it possible to formulate strategy on a more ana- 
lytic and quantitative basis which encourages greater attention to 
integration. In summary, the increasing need to coordinate mar- 
keting strategy and the development of aids to accomplish it have 
been the source of this change in company practice. 

The second reason why ‘‘Marketing Management’’ should be 
distinguished from ‘‘Sales Management’’ is that, as judged by a 
number of criteria, managing salesmen is too important a task 
not to be recognized as a separate subject of teaching and research, 
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Because Sales Management is thought to encompass the total of 
the managerial aspects of marketing reflects how relatively little 
is known about the task of managing salesmen. This lack of knowl- 
edge, however, characterizes most of the field of marketing and 
rather than hiding our eyes to this by combining the two areas the 
deficiency should be recognized and changed. 

The paucity of socio-psychological research on salesmen as 
compared with the numerous investigations of factory workers is 
known to all of us. Fortunately, the behavioral scientist is coming 
to accept the fact that the salesman is a human being, and there- 
fore, a subject worthy of study. Also, with respect to the organiza- 
tional features of managing salesmen, Professors March and 
Simon’s recent book, Organizations, } makes available to us for the 
first time a splendidly synthesized formulation of the theoretical 
and empirical work to date on human organizations. The book is a 
boon to us in marketing who, although deeply involved in company 
organizational problems, can hardly be expected to keep abreast 
of the profuse and scattered organization literature. 


III 
Marketing, Management vs. Marketing 


In schools of business that aspire to professional status, label- 
ling the entire marketing curriculum as ‘‘Markeing Management?’’ 
will lead to an ultimate strengthening of that curriculum. Market- 
ing has been incorrectly accused of being ‘‘too descriptive.’’ 
There is nothing wrong with gathering facts. We could use a lot 
more of them. The lack of relevant facts, however, has been one 
of our two most serious deficiencies. The reason that our few 
facts are not particularly relevant is that the purpose of collection 
was ambivalent. Marketing has been neither fish nor fowl, but 
rather an unhappy mixture of simultaneous description and pre- 
scription of management practice from both a company and social 
welfare point of view. 

The mixture of description and prescription with respect to 
marketing behavior is not surprising perhaps, since so little is 
known about how marketing executives ought to behave. But the 
failure to carefully distinguish between the two can lead to the 
implication that, ‘‘Whatever is, ought to be,’’ which is a position 


1. James G. March and Herbert A. Simon, Organizations (New York: John 
Wiley and Sons, Inc., 1958). 
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that should be avoided. It would suggest there is nothing that 
marketing professors can improve upon, and therefore, no reason 
to have us around. 

Now, turning to the other half of the unhappy mixture, both man- 
agement practice and social welfare are important problems, but 
our theory is much too inadequate to attempt to deal with them 
simultaneously. Specifically, social welfare questions concerning 
marketing activity (e.g., ‘‘Does distribution cost too much?’’) 
should be presented in a course not concerned with teaching im- 
proved marketing practice. Otherwise, the student, and occasion- 
ally the instructor, too, does not recognize where his analysis 
stops and his values begin. Indoctrination is substituted for educa- 
tion. There is in a school of business a profound need to bring 
business practice and social welfare judgments together, but in 
my opinion, the place to do this is not ina marketing course. On 
the other hand, marketing teachers can and shouldcontribute to the 
complex topic. 

This scramble of company and social welfare points of view 
reflects an inevitable stage of development thought. It is the im- 
print of the intellectual environment out of which the subject grew. 
Marketing has been taught mainly in, or adjacent to, economics 
departments and by people trained in economics. Under these 
circumstances a welfare flavor would be unavoidable. The timing 
of its development in relation to economics has contributed to this 
imprint. Marketing experienced its growth in the inter-war period 
which was during and following a time of sterility in the develop- 
ment of economic thought. As a consequence, marketing came to 
perform an educational function which at that time economics 
failed to do, but since then economics has come to do a better job 
than marketing can do. The Mason-type industry studies, for ex- 
ample, help fill a significant void in economics. Also, economists 
had not as yet adopted what Professor Leontieff at Harvard used 
to call, ‘fa technician’s point of view,’’ and which can be described 
as ‘‘You tell me the ends that you want to attain and I will tell you 
the most economic means of attaining them.’’ The economist with 
this point of view feels perfectly comfortable advising management, 
government, or anyone else confronted with an economic decision, 

If the improvement of business practice is clearly set as our 
goal, which ‘‘Marketing Management’’ implies, we are more likely 
to collect relevant facts and thereby be on our way toward elimin- 
ating our second most serious deficiency which is the lack of tools 
of analysis, or lack of theory. Obviously, this step of formulating 
theory will come slowly, although there are some encouraging 
signs that strong pressures are developing which are stimulating 
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schools of business to more fully introduce the disciplines into 
their curricula: mathematics, the gamut of the behavioral sci- 
encies, and economics. These pressures are being manifested in 
foundation support. In the attempt to put the disciplines to work 
on the problems of marketing management their concepts will be 
modified as well as new concepts formulated. 

Finally, by taking as our primary purpose the training of mar- 
keting executives, the problems can be examined in enough detail 
to really learn something about them, particularly if good re- 
search methodology is used. One of the problems in training mar- 
keting executives, for example, is the development of the creative 
skill in integrating and synthesizing the results of careful analysis 
of marketing alternatives into a strategy. Perhaps it is a skill 
that cannot be taught in a university, but if so, we should know it. 
Teaching the skill has been an implicit purpose, at least, of the 
case method. Professor Hansen at Harvard has attacked the prob- 
lem directly by having students work in teams on live cases. This 
year I have used the team approach in conjunction with a business 
game on an IBM 650 computer. In the game, students not only 
formulate strategy, but they also carry it out as well as evaluate 
its effectiveness. In addition, flexibility is one of the game’s vir- 
tues. During the course of the game, inorder to stimulate interest 
as well as to insert a greater degree of realism, the mathematical 
functions can be changed, for example, to simulate the effects of a 
recession. Finally, in both Professor Hansen’s method and the 
business game, students obtain experience in group decision- 
making. The group experinece is especially worthwhile inmarket- 
ing where, because of its subtle nature, a marketing strategy may 
be difficult to communicate and to defend. We have neglected to 
recognize in our teaching that in practice marketing management is 
‘‘rational decision-making within a social context.’’ The lack of 
emphasis upon teaching ‘‘the social context,’’ or administration, 
throughout schools of business has been criticized by Professor 
Gordon in his preliminary Ford Foundation report. Although I 
have illustrated with teaching problems the need for detailed ex- 
amination of marketing, those of content are probably the more im- 
portant ones, 


Conclusion 


The labels by which we identify our subject matter will make a 
difference. Much more important than labels, however, is the 
amount of fundamental research. Too much of what we teach is 
folklore gleaned from chance conversations with marketing 
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executives, or worse yet, from our literature which several years 
ago perhaps was based upon the same type of unsystematically 
collected data. Ideally through basic research the folklore will be 
replaced by propositions that have been tested, atleast to a limited 
extent. It is a challenge. 
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60. “SALES MANAGEMENT AND 
MARKETING MANAGEMENT” 


Richard R. Still* 


HE title of this session clearly implies that the so-called 

‘‘Marketing Management’’ concept may not be all new. If, how- 
ever, we define Sales Management as the Definitions Committee of 
the American Marketing Association did in its 1948 report, there 
can be little question that Marketing Management is a different 
concept from Sales Management. But, if we accept the fact that 
the whole field of marketing is dynamic, we must also accept the 
proposition that some marketing terms necessarily must have def- 
initions that are subject to change. Marketing as a field is dy- 
namic, and the concepts that make up the field are dynamic, too. 
Viewed in this context, Marketing Management is simply a new 
name for Sales Management. The definition of the concept has 
changed, and perhaps it is now time to change the name which we 
attach to the concept. The new name, Marketing Management, 
serves to underscore the many changes which have taken place in 
the field over the past decade or more. 

How did this confusion in terminology arise in the first place? 
It can be explained, at least in part, by considering the evolution in 
the subject matter itself. When the pioneer teachers, such as 
Professors Maynard and Tosdal, began developing teaching ma- 
terials, this dates back no more than 35 or 40 years, it probably 
seemed perfectly logical to call the subject ‘‘Sales Management.’’ 
Quite naturally, these pioneer teachers selected the topics to be 
covered after analyzing the different activities performed by those 
businessmen who were then known as sales managers, In the great 
majority of instances, these activities were ones which were con- 
cerned with the management of salesmen—recruiting, selecting, 
training, compensating, routing, supervising, motivating, and the 
like. 

With the passage of time, however, there began a gradual ex- 
pansion in the scope and nature of the responsibilities of sales 
executives. A growing number of these executives started to play 


*Richard R. Still, Director of Business Research and Associate Professor 
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new and larger roles in deciding questions in such fields as ad- 
vertising, sales promotion, product merchandising, the planning of 
financial operations, and the determination of marketing strategy. 
As these executives moved into new areas of responsibility, it be- 
came fairly common to confer new titles upon them—such titles as 
‘‘marketing manager,’’ ‘‘marketing administrator,’’ and in a few 
cases the title of ‘‘marketing vice president.’’ 

These changes, or at least the majority of them, were duly 
noted by teachers, and the textbook writers expanded their cover- 
age accordingly. Yet, so far as the name of the course itself was 
concerned, there was and still is a strong, almost emotional, at- 
tachment to the name ‘‘Sales Management.’’ The topics covered 
in the course have been expanded, quite generally, to include not 
only the management of salesmen but the management of all mar- 
keting activities wherever they are performed within the frame- 
work of the business enterprise. Furthermore, just as has hap- 
pened in business organizations themselves, the academic course 
has tended more and more toward market or consumer orienta- 
tion. 

My position is that Sales Management, or Marketing Manage- 
ment, call it what you may, embraces the performance, or man- 
agement, of marketing functions wherever they are found in the 
business organization. Marketing Management, therefore, may be 
thought of as a part, but a very important part, of the broader field 
of management. Yet any author in this field must still face up to 
the issue of nomenclature—both in organizing the topics which he 
plans to cover and in deciding upon his scheme of approach. 

Professor Cundiff and I wanted to treat marketing problems as 
they are viewed by practicing businessmen, but we wanted to do 
this primarily from the standpoint of the sales or marketing de- 
partment. By and large, then, we used the terms ‘‘Sales Manage- 
ment’’ and ‘‘Marketing Management’’ interchangeably. Where ac- 
tivities involved in managing the personal sales force were being 
discussed, we preferred to use the term ‘‘sales force manage- 
ment’’ which is the equivalent of the older, and narrower, concept 
of ‘‘sales management.’’ But whenever other aspects of marketing 
functions performed by individual firms were being considered, 
the terms ‘‘marketing management’’ and ‘‘sales management’’ 
were used synonymously. Both of these names are sufficiently 
comprehensive to connote all the managerial aspects of marketing, 
including those we elected to call ‘‘sales force management.”’ 

Now, it seems obvious that sales management, or marketing 
management, should be approached from the standpoint of manage- 
ment. In our book, therefore, we attempted to fit the various topics 
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around the managerial functions of planning, organizing, coordi- 
nating, and controlling. We recognize, of course, that we were not 
the first ones to apply the managerial approach, either in the 
classroom or in a textbook. Consequently, as we planned the book, 
very careful consideration was given to the ways in which this ap- 
proach had been and was being used by others. 

If there is a traditional way to apply the managerial approach 
to the teaching of sales management, it is to treat the various top- 
ics through the medium of cases. By their very nature, sales 
management cases bring up for discussion specific aspects of a 
firm’s marketing problems. They not only emphasize the signifi- 
cance and implications of individual types of problems but also are 
excellent in showing how much problems have a way of being inter- 
related. Classroom discussion of a good case, and even of some 
cases that are not so good, is effective both in analyzing the prob- 
lems posed in the case and in providing other invaluable training. 

What is this other invaluable training? Once the basic issues 
in a case are brought into sharp focus, members of the class 
should be required to propose alternative courses of action. That 
is, they should be expected to outline the ways in which the prob- 
lems could or should have been handled by management. At the 
same time, taking into consideration the uniqueness of the situa- 
tion in which the firm found itself, members of the class should 
evaluate the appropriateness of each alternative. A further step 
in using the case discussion technique, a step which provides rig- 
orous but good training, is to require students to describe just how 
they would go about implementing the course of action decided 
upon, Over the years, I have come more and more to believe that 
the best and most practical way to apply the managerial approach 
is to use cases as the main basis for class discussion. 

Consequently, my co-author and I decided to collect and to in- 
clude a selection of cases as an integral part of our book. How- 
ever, our experience has been that few undergraduates possess the 
background that is needed for deriving something more than super- 
ficial benefits from classroom discussion of cases. Since the de- 
parture of the veterans, it is a rare student who comes to the Sales 
Management class with practical experience. It is conceded, of 
course, that some background information or even ‘‘vicarious ex- 
perience’’ can be gained merely from the study and discussion of 
cases. But there are few cases which are sufficiently broad to 
convey the range of coverage which we think is desirable. This is 
the main reason for including text materials in a book. 

However, our intention was to do something more than simply 
provide the student with information and data which he might find 
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useful in analyzing cases. While we hope our textual material is 
capable of being used for that purpose, we hope, too, that it serves 
to supplement or complement the cases themselves. Not many 
selections of cases cover all, or indeed even all of the most im- 
portant, of the many topics which are clustered together in the 
Sales Management course. Even if such a selection were avail- 
able, the pressure of time alone would prevent all of the cases 
from being used. Therefore, part of our purpose in including 
textual material along with the cases was ‘“‘to plug some of the 
holes in coverage’’ which would otherwise be inevitable if the 
-aseS were used alone. 

To summarize briefly, as the author of a textbook, I chose to 
follow the broad rather than the narrow concept of Sales Manage- 
ment. Inasmuch as sales or marketing management is so obvious- 
ly a part of the larger field of management, there can be but little 
argument that a managerial approach is called for. 
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61. “HISTORY OF THE MARKETING 
MANAGEMENT CONCEPT” 


John J. Breen* 


The term 


ET us consider first the use of the term ‘‘marketing manage- 

ment.’’ Since 1950, there has been a decrease in the use of 
terms such as ‘‘sales,’’ ‘‘selling,’’ ‘“‘sales management’’ and an in- 
crease in the use of ‘‘marketing’’ and ‘‘marketing management.’’ 
This trend is evident in the usage of Printers’ Ink. In 1954 it 
ceased to be ‘‘the magazine of advertising, management and 
sales,’’ and became ‘‘the magazine of advertising, selling and mar- 
keting.’’ In 1958 it became ‘“‘the magazine of advertising and 
marketing.’’ 

Some other evidence of newness: one executive placement 
agency found that since 1953 ‘‘requests for marketing manager 
rather than sales manager. . .more than tripled.’’ The term 
‘‘marketing management’’ is not included in the 1948 report of the 
AMA definitions committee and is not in the classifications used 
for the indexes to the Journal of Marketing since 1952. In text 
titles it only appeared in 1957~in Johnson’s Sales and Marketing 
Management, and in Howard’s Marketing Management. 

The academicians have been using the term for some time. 


Phelps in 1951 felt that ‘‘tperhaps sales management. . .the man- 
agement aspects of marketing. . .should be designated. . .mar- 


keting management.’’ Maynard in 1950 suggested the same. 
Tosdal in his 1921 Problems in Sales Management favored ‘‘mar- 
keting management as indicating more clearly the scope of the 
the field.’’ He repeated his preference in 1925, 1931, and 1939. 
In 1950, he did not. In 1957 he felt ‘tin time this may become the 
preferred term’’ and he then cited some arguments against its 
use. 


Marketing Management Ideas 


What is meant by ‘‘the marketing management concept?’’ It 
refers to an organization of activities. It emphasizes the 
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coordination of and planning for all selling activities and suggests 
that all such activities be the responsibility of one man. It also 
refers to a point of view that, to quote, ‘‘every decision made in 
the operation of a business is made in the light of customer needs 
and not company needs.’’ 


Academic History 


Academicians have long recognized that managing selling ac- 
tivities is complex and involves more than managing the personal 
sales force. Maynard in 1950 felt the ‘‘broad and mature view of 
sales management. . .includes the management of sales promo- 
tion, advertising, and research.’’ This is also the view of Phelps 
in 1951 and of Tosdal since 1921. 

Shaw, in his 1916 An Approach to Business Problems, labels 
six chapters ‘‘demand creation.’’ In introducing the first he 
writes, ‘‘The manager’s problem is to determine which of the 
available agencies—middlemen, salesmen, and advertising. 
transmit ideas most effectively.’’ The last considers their proper 


combination. To Shaw, ‘‘too often he (the business man) adopts 
one method. . .disregarding others. . .or taking them up ina 


perfunctory way.’’ 

Academicians have long recognized the need for planning. 
Chapter 2 of Frederick’s 1919 Modern Sales Management is en- 
titled, ‘‘Shaping the Product for the Market.’’ Its first sentence 
is: ‘*The most modern view of selling requires that, as a principle 
of successful marketing, the article should be the result of sales 
planning and not sales planning the result of the article.’’ Chapter 
3 is entitled ‘‘The Sales Managers Relation to the Factory.’’ 
Frederick’s view is ‘‘the salesmanager’s. . .recommendations 
should have the right of way for atleast experimental purposes.’’ 

McKetterick, discussing the marketing concept last year in 
Philadelphia, related his surprise that the Journal of Marketing 
and Harvard Business Review for 1930 and 1940 ‘*Many of the 
viewpoints expressed. . .bear striking resemblances to current 
writings.’’ 

Changes have occurred in the texts over time. The trend has 
been to less on managing the personal sales force and more on 
planning and policies. This the admitted aim of Maynard in his 
1950 and 1957 revisions, and of Canfield inhis 1954 revision. 

The academicians have emphasized that the manager’s respon- 
sibility is for both planning and execution, and that these are dif- 
ferent jobs. Canfield, in 1947 has an administrative sales manager 
for ‘‘policy making and planning,’’ and an operating sales manager 
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for ‘‘direction of sales personnel.’’ In 1954 he places greater 
emphasis on this division. 

The two jobs are now receiving separate considerations, Irwin 
published Howard’s Marketing Management in 1957, and Irwin now 
has a new title, Managing the Personal Sales Force by Stanton and 
Buskirk. 

The other element of the marketing management concept, the 
point of view, has long been held by marketing teachers, They 
have long argued that the customer is king, that customers are the 
idols of the tradesman. 


Business Community History 


In the business community, both ideas of the marketing manage- 
ment concept have existed for some time. Some managements 
have attempted to have, to quote, ‘‘the entire business. . .geared 
to the satisfaction of customer needs and at the same time to make 
a profit.’’ Some have felt that all selling activities should be co- 
ordinated. In some companies the coordinator has been the presi- 
dent; in others, the principal sales executive. 

There has been a trend toward the organizational ideas of the 
concept. Increasingly managements have recognized that adver- 
tising is a kind of selling and the importance of effective coordi- 
nation of advertising and personal selling. Advertising agencies 
have felt their suggestions are applicable to more than advertise- 
ments or that many company activities should be related to or 
coordinated with them. And managements have increasingly felt 
that the coordinator should be the principal sales executive. 

As a result, the task of this executive has increased. He is 
asked to coordinate and to manage all selling activities. These 
tasks, at the same time, have increased in complexity as a result 
of market changes, such as the increases in consumer discretion- 
ary buying power, in the frequency of the appearance of new prod- 
ucts, in the size of firms in increased government regulation, and 
in the acceptance of the view that middlemen are means to be used 
as needed. 

What the principal sales executive does has also changed. In- 
creasingly, he has relied on assistants both line and staff such as 
market researchers and product specialists. He spends less time 
supervising salesmen, he devotes more time to planning, preparing 
programs, and coordinating assistants. He has decreased the num- 
ber of people reporting to him. Hehas often placed one line execu- 
tive over all the salesmen and designated him the salesmanager. 
These adaptations have meant that the principal sales executive 
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is increasingly concerned more with selling activities in general 
and less with details of execution. Recently, whathe does has been 
called ‘‘marketing management.’’ 

There is only a trend toward the centralization of selling re- 
sponsibilities. The attention to the marketing management concept 
indicates that this way of doing things is new to many. A 1957 
Printer’s Ink survey found that 65 per cent of those replying saw a 
trend toward ad-sales intregation but that such integration was 
the responsibility of one man in only 51 per cent of the firms. 

To the business community, the view that business should 
be market minded seems to be somewhat new. The attention to 
the marketing concept indicates that the idea has lacked wide- 
spread acceptance. 

An introduction to a recent Printer’s Inkarticle starts: ‘‘Under 
the new marketing concept at Westinghouse the consumer is pri- 
mary. All market-related activities are coordinated with his needs 
and desires as the means toward improved market position,’’ 
And in the article: ‘‘Under the old concept. . .the sales force was 
expected to sell what was produced. The consumer was thought of 
only as the recipient of the product.’’ Wakefield of 3arrington 
Associates observed this year: “In many companies people forget 
that success depends upon their understanding of and service to 
consumers.’’ Lazo, referring to the marketing management con- 
cept as a whole felt that in early 1957 only 75 to 150 of the leading 
companies had adopted it. 

Thus my conclusions: the term marketing management is an 
old suggestion that has become popular. The ideas have long ex- 
isted. Their acceptance and use has recently increased greatly, 
particularly in the business community. 
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62. “THE PLACE OF MARKETING 
MANAGEMENT IN THE TEACHING 
OF SALES MANAGEMENT” 


Harrison L. Grathwohl* 


T is abundantly clear that the marketing management concept is 

a significant element in marketing today and one that must be 
reckoned with by teachers of sales management. I do not propose 
to dwell on the differences, if any, between marketing management, 
sales management, sales administration, and similar terms used 
to describe the aspect of marketing with which we are dealing to- 
day. However, as a starting point, it is important to set forth my 
definition of some of these terms as they are used in this paper. 


Marketing Management—deals with major policy mat- 
ters concerning the overall management of a firm’s mar- 
keting activities such as pricing, product policies, selec- 
tion of channels of distribution, and the like. These 
matters are usually the responsibilities of the higher 
management echelons in a firm’s marketing organization. 

Sales Force Management—concerns itself with control 
of the sales force, which involves recruiting, selecting, 
training, supervising, and similar activities normally 
carried out by middle and lower management. Major pol- 
icy formulation in this area is usually accomplished by 
top management, and may be considered as being within 
the scope of marketing management. 


It can be seen that my definition of these terms is somewhat 
arbitrary, and for this reason there may be some disagreement 
with the distinctions that have been drawn. However, I am not so 
much concerned with the fine points of definition as I am with the 
establishment of a frame of reference. It is quite apparent that we 
teachers of marketing are faced with a problem concerning the 
conduct and content of sales management courses, 

There is increasing emphasis on marketing management in 
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marketing circles today and a growing body of literature dealing 
with the subject, but at the same time we are faced with the con- 
tinuing importance of sales force management. Sales management 
texts are including new areas of coverage, especially in the mar- 
keting management realm, and are treating the material at greater 
length and depth than heretofore. But in most cases sales man- 
agement courses have not expanded in number of classroom hours 
to accommodate the new material. Thus, it is necessary to 
squeeze more and more material into our courses as they now 
stand. The danger of this course of action is apparent: superfi- 
cial coverage of subject matter may result when too much is dealt 
with in a limited span of time under traditional methods. 

Analysis of the problem suggests at least three possible short- 
run solutions: 


1. The addition of another course to the curriculum to 
cover the new material. 

2. Leave the study of marketing management to grad- 
uate schools. 

3. Place both marketing management and sales force 
management in the same course, similar to present ar- 
rangements at most schools, but with a revision in tra- 
ditional teaching methods. 


The first alternative—adding another course to deal with the new 
emphasis on marketing management—seems logical and, indeed, 
might well be the ideal method of handling the problem. Two 
courses would then emerge from the traditional sales management 
offering—one in marketing management and one in sales force 
management. This approach provides sufficient time to treat each 
of these important areas in some depth. The same result could be 
obtained by lengthening the traditional sales management courses 
to provide more time for the new material. 

The two-course technique has been employed by a number of 
universities and colleges—on both graduate and undergraduate lev- 
els. Most have been successful, but it has been only the larger, 
well staffed and populated schools which have attempted this solu- 
tion for obvious reasons, 

Although the additional course approach may be the ideal, it is 
contrary to the trend of reducing the proliferation of courses which 
has sprung up around us in recent years. Preliminary reports 
from both the Ford and Carnegie studies indicate that recommen- 
dations will be made to reduce requirements and probably the 
number of courses in business schools at the undergraduate level. 
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It seems realistic to assume these reports will have some impact 
on schools of business and their curricula, and it might be noted 
that a number of schools have already adopted this policy of re- 
ducing course offerings. Therefore, the addition of more courses 
will undoubtedly meet with resistance and will be difficult to ac- 
complish. As things now stand, it does not appear that the addition 
of a new course in marketing management is the answer to the 
problem—at least from a practical standpoint, 

The second of the three alternatives is to leave marketing 
management to the graduate schools for implementation. The 
theory that might be established behind this method of handling the 
problem is that graduate students may be better qualified to grasp 
many of the theoretical aspects of marketing management, and 
analytical techniques can be more successfully applied on this lev- 
el. Then, too, graduate students may be in a better position to 
apply the marketing management concept for, theoretically at 
least, these are the better students who are ticketed to rise further 
and more swiftly in the managerial hierachy. 

But, if the teaching of marketing management is restricted to 
graduate students, it seems to me an injustice will be perpetrated 
upon the undergraduate. He will leave college with little insight 
into the overall marketing picture. He will not be well equipped to 
understand the whys and wherefores of policy decisions and appli- 
cations as they relate to his job in the lower operative levels of 
the company and therefore may find his advancement retarded to 
some degree. 

Now, let us examine the third short-run alternative, that of ac- 
cepting sales management courses as they now stand in length and 
including both marketing management and sales force management 
by placing greater responsibility on the student. This is the com- 
promise solution. As a conservative estimate, students at most 
schools can increase the quality and quantity of their work by 50 
per cent. And 50 per cent more effort on the part of the student 
(not to mention the faculty) is just about what is needed if a good 
job of covering both marketing management and sales force man- 
agement is to be done in the typical semester course. 

I am not going to presume to tell you how it should be done, but 
I would like to indicate to you my approach to the problem. I allo- 
cate approximately half the course to each area of study. Since 
most sales management texts have relatively limited coverage of 
marketing management, extensive reading must be done by the 
students in other references such as Howard’s Marketing Manage- 
ment, Dean’s Managerial Economics, American Marketing Asso- 
cialion Proceedings, and other similar literature in addition to the 
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text assignments. I also assign additional materials from trade 
journals and other texts to make up for the reduced class time 
spent on sales force management. 

Cases have their place. I would rather see a number of written 
cases than one long term paper. Cases force students to apply 
theory to at least some extent, and a written case will bring forth 
more real thinking and preparation. This means better class dis- 
cussions of the cases and a more effective exchange of ideas. Sev- 
eral written cases give students the opportunity toexamine a broad 
area of practical problems rather than merely one narrow topic 
that so often appears in the term paper. 

But cases cannot do the whole job. It is my opinion that most 
of the course should consist of lectures, interpretations, and ex- 
planations by the instructor, with class discussion on questions 
and topics posed by the instructor. In addition, short papers by 
students in areas not covered by cases are a valuable aid in stim- 
ulating the students to think more vigorously about the course ma- 
terial. 

There is yet one possible solution that I have not discussed. 
This is the reorganization of the entire marketing curriculum with 
marketing management as its central theme. There is no question 
that this alternative has merit and it may well be the final answer 
after all is said and done. However, this approach with its vast 
ramifications is beyond the scope of this paper. 

In summation, I have dealt with possible short-run solutions to 
the problem posed by the increasing importance of the marketing 
management concept. It is my belief that emphasis on marketing 
management is necessary to give the student an understanding of 
the overall aspect of marketing as it will be practiced in the fu- 
ture. Sales management courses as they now stand must absorb 
the area of marketing management without a material increase in 
length. The burden of the additional material should be placed on 
the student (as well as faculty), where it belongs, in order to avoid 
superficial treatment of course materials. 
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63. “MARKETING MANAGEMENT — 
IMPLICATIONS FOR TEACHERS” 


Fred W. Kniffin* 


HY is such an interest being exhibited in the idea of market- 

ing management? What is old, new, and borrowed in the 
concept of marketing management? What opportunities does mar- 
keting management offer teachers of marketing and sales manage- 
ment? 

In surveying the current literature on marketing management, 
which may be called the ‘‘modern concept of marketing,’’ ‘‘modern 
marketing’’ or by some similar name, two ideas and one fact ap- 
pear to stand out: 


1. The fact is that we know a number of larger firms 
have reorganized their marketing departments and in the 
process they have created a new position of Vice Presi- 
dent-Sales or Vice President-Marketing. 

2. Idea One~—Top marketing executives of companies 
are becoming more profit minded. 

3. Idea Two—Top marketing executives are spreading 
the gospel of ‘‘greater customer orientation’’ as a basis 
for decision making. 


Changing Organization of the Marketing Function 


What’s old, new, or borrowed when companies have re-organ- 
ized their marketing departments? Certainly marketing manage- 
ment decisions were being made prior to the creation of the job, 
Vice President-Marketing. This is old, but perhaps this new top 
marketing executive has taken over some responsibilities that had 
rested with a number of other executives in the marketing phase 
of the business as well as in other functions or even in the office 
of the President. What’s new then is the integrated, coordinated 
marketing decision making of this top marketing executive. 
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Profit Objective 


What’s new? It’s reported that marketing managers are be- 
coming more “‘profit’’ minded rather than ‘‘sales volume’’ minded. 
Perhaps with the broader scope of activities, the top marketing 
executive is assuming some profit responsibilities from others in 
top management. This idea certainly assumes marketing execu- 


. tives have fairly sophisticated cost data on which to base deci- 
sions. 

r- 

Customer Orientation 

it, 

i Potential customers have always been (or should have been) 

3 the starting point for marketing executives in planning their mar- 

sf keting programs. This is old. But, only recently has the idea 
developed that marketing managers should convince other manage- 
ment that this approach is essential to, and necessary for all 
management, if the firm is to succeed. Thus, the growth in quan- 
tity and quality of marketing research activities has had a great 
influence here by providing facts about markets. These findings 
have greatly strengthened the position of top marketing executives 
in keeping themselves and other management persons informed. 

Thus, we in teaching are witnessing the growth of a more so- 

phisticated type of marketing executive whose primary responsi- 
bilities involve integrating all phases of the firm’s marketing 
program and communicating this program to other management 
persons. This individual is a master practitioner of the manage- 
ment process of planning, organizing, motivating, and controlling. 
Also he is a problem oriented decision makey on the policy making 

a level of the firm. What we have learned in the past decade about 

< problem solving, decision making, and the management process has 

ms greatly stimulated the development of this executive. In addition, 

> this executive must have a knowledge of the other business disci- 

i plines of accounting, finance, and production as well as of the so- 

“s cial sciences of economics, psychology and the like. 

- Then, what are the implications of this interestin and growth of 


marketing management for teachers of marketing’? 

First, in applying the management process to marketing (this 
involves planning, organizing, motivating, and controlling) and in 
thinking of marketing in terms of problem solving and decision 
making, perhaps we can develop more theories and principles of 
marketing management. On this it appears that the two authors on 
our panel have made substantial progress, but we still need more 


generalizations explaining why the firm adopts and follows its 
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particular marketing policies and practices. Also on this point, 
we should be careful to avoid the possible pitfall of assuming that 
marketing management is the entire field of marketing—it is be- 
coming a more important segment of the total subject of market- 
ing, but this area of marketing should be kept in proper perspec- 
tive. 

Second, the subject of marketing management with its rapidly 
growing literature offers an opportunity to develop an integrated 
course or courses in the marketing curriculum. While many 
schools have been offering such a course for some time, or per- 
haps obtaining integration of marketing sub-areas by case work or 
problems, the subject of marketing management offers opportune 
vehicle for integration. 

Third, with a growing interest in marketing management, edu- 
cators may be drawn closer to marketing practitioners. Here is 
a subject of mutual interest to teachers and practitioners alike and 
each group may contribute with new ideas to marketing manage- 
ment which in some ways is a new approach to the study of mar- 
keting. 


C. Industrial Marketing Course 
and Curriculum 


64. “WHAT SUBJECT AREAS SHOULD BE 
INCLUDED IN AN INDUSTRIAL 
MARKETING COURSE?” 


Edward W. Cundiff* 


HE development of courses in Industrial Marketing in colleges 

and universities is relatively new. Most of the schools now 
offering courses have offered them for less than five years. Asa 
result this is a subject area which is still somewhat amorphous. 
After a subject has been taught for a number of years, a hard 
core of content tends to develop. And, although instructors may 
disagree on the inclusion or deletion of selected peripheral areas, 
there tends to be general acceptance of a large body of subject 
matter as a minimum requirement for the course. This stabiliza- 
tion on a Subject area has the obvious advantage that every student 
successfully completing such a course can be expected to have a 
certain common minimum understanding. However, its very 
stability tends to retard growth and development. It is for this 
reason that many of our old and established subject areas or 
courses in marketing tend to lag behind the realities of the times. 
In a field as dynamic as marketing the problem of keeping cur- 
rent is a particularly difficult one. For example, the Principles 
of Marketing courses taught in dozens of schools in the nation to- 
day completely ignore the new developments in the behavioral 
sciences and in mathematics which have strongly modified or 
disproved some of the old concepts. 

Industrial Marketing, because of its newness, is not yet bound 
by the customary way of doing things. It has the vitality which 
comes from experimentation and development of new concepts. 
Yet, in turn, it has suffered from a lack of clear definition. Each 
year in the meetings of this committee the same question is 
asked, ‘‘What subject matter should be included in a course in 
Industrial Marketing?’’ This paper does not pretend to present 
the answer. It merely represents one man’s thoughts in the area. 

A pioneer book in a new field, if it is a good one and, hence, a 
successful one, makes a unique contribution to the thinking of 
teachers in the field, Of a necessity, it defines the subject area, 
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and although each instructor may differ with parts of the book, he 
is, nevertheless, influenced by the whole. Such a book is Alex- 
ander, Cross, and Cunningham’s Industrial Marketing. Most of the 
teachers of Industrial Marketing are using it as a text and find it 
a satisfactory basic reference source for their students. I have 
used it for my own classes with good results. However, there are, 
in my opinion, some important areas of Industrial Marketing which 
could be further developed and others which could be included. 
For this reason, in discussing the course outline (See next page) 
I shall concentrate on those areas which go beyond the coverage of 
Alexander, Cross, and Cunningham. 

One subject which deserves separate and fairly detailed treat- 
ment in an Industrial Marketing course is the Industrial Consumer. 
We teachers are all well aware of the fact that he is almost 
totally different from the ultimate consumer. Yet, the average 
student, through personal experience and previous study of a con- 
sumer oriented marketing principles course, is seldom fully 
aware of this difference. He must be helped to reorient his think- 
ing so as to understand the industrial consumer. Topics which 
should be included in this subject are: motivation, buying authority 
and responsibility, and buying procedures. 

A second area which might be included in the Industrial Mar- 
keting course includes several topics which I have organized un- 
der the general heading ‘‘Merchandising the Industrial Product.’’ 
Product Planning has been broadened beyond the area of product 
development and research to include identification of the customer 
and the development of market potential and goals. Another ele- 
ment introduced in this area is product differentiation. It should 
cover the methods used to make the industrial product unique in 
the eyes of the consumer, both through physical differentiation 
such as design, quality, and standards, and service differentiation 
such as technical aid and repair and maintenance. Also introduced 
in this area is product identification through branding and packag- 
ing. The identification problems of industrial marketers are very 
different from those in the consumer field. 

A third area which merits more complete coverage is the Dis- 
tribution of Industrial Goods. Although industrial middlemen are 
just as clearly industrial marketers as are manufacturers of in- 
dustrial goods, courses in this area are generally organized with 
an emphasis upon manufacturers’ problems. While in agreement 
with this orientation, I believe, nevertheless, that middlemen and 
relations with these middlemen are sufficiently important to many 
industrial manufacturers to deserve attention. Students should 
have an understanding of agent distributors and industrial supply 
houses and their respective roles. An important problem to the 
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Ill. 


VEL 


A Course Outline for Industrial Marketing 


Industrial goods and their market. 


A. Industrial goods as differentiated from consumer goods. 


B. The industrial consumer. 


The industrial consumer. 
A. Buying motives. 

B. Buying authority. 

C. Buying procedures. 


Merchandising the industrial product. 
A. Product planning. 
1. Identifying the customer. 
2. Product development and research. 
3. Market potential and goals. 
B. Product differentiation. 
1. Physical. 
a. Design. 
b. Quality, standards, and tolerances. 
2. Service 
a. Technical aid. 
b. Repair and maintenance, 
C. Product identification. 
1. Branding. 
2. Packaging. 


The distribution of industrial goods. 

A, Channels of distribution. 

B. Agent distributors. 

C. The industrial supply house. 

D. Manufacturer-distributor relations. 


Pricing. 

A. Pricing economics in the industrial market. 
B. Pricing policies. 

C. Governmental regulation of pricing. 


The marketing program. 
A. Industrial selling and the sales organization. 


B. Industrial advertising and other methods of 


sales. 


C. Marketing strategy and policies. 


Coordinating and controlling the marketing effort. 


promoting 
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industrial manufacturer is the development of understanding and 
the willingness to cooperate among distributors carrying broad 
lines of products, and this too should be included in the Industrial 
Marketing course. 

If the student is to receive optimum value from a course, at- 
tention should be given not only to the subject matter to be covered 
but also to the manner in which this subject matter is organized 
and presented. As can be seen, my outline is oriented to the 
problems of the manufacturer of industrial goods. First, the sub- 
ject is introduced by defining industrial goods and their market. 
Since marketing exists to serve the consumer, the second topic 
describes the industrial consumer. To serve the consumer the 
industrial firm develops, manufactures, and offers a product, so 
it would seem to be a natural sequence next to cover the planning, 
differentiation, and identification of the product. Topics IV and V 
cover the means used to get the product into the customers’ hands 
and the establishment of prices acceptable to the customer. Fi- 
nally, in Topic VI attention is given to the development of a mar- 
keting program to persuade the customer tobuy the manufacturer’s 
product. 

In this short paper I have tried to broaden and clarify the defi- 
nition of the concept of industrial marketing as taught in college 
courses. By doing so I hoped to sharpen your own concepts of 
the field. Already we find much common agreement among teach- 
ers as to the subject matter of industrial marketing, and it seems 
inevitable that this area of agreement will grow. It is to be hoped, 
however, that this trend will not draw our attention away from the 
new developments. Our goal should be definition without stagna- 
tion. 
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65. “TEACHING TECHNIQUES FOR THE 
INDUSTRIAL MARKETING COURSE” 


E. Raymond Corey* 


F we are to consider teaching techniques in the industrial mar- 

keting course, we ought first to ask whether we have particular 
problems in this area that are characteristic of industrial market- 
ing. If so, then we might identify these problems and orient our 
discussion accordingly. If not, then let’s recognize that anything 
said here can apply equally well to any other area of marketing, 
and indeed of business administration. 

I suggest that while the teaching problems aren’t basically dif- 
ferent in industrial marketing, there are some differences in de- 
gree here that might well be taken into account. Let me mention 
two. 

First, teachers of industrial marketing testify that because 
this is a relatively new field in the marketing curriculum for many 
schools, there is a shortage of suitable teaching materials. We 
rely heavily on the one current text book in the field, and on a rel- 
atively few industrial marketing cases. Time will surely solve 
this problem, but in the meantime the scarcity of materials is a 
fact of life. 

Second, our subject area deals with products which are gener- 
ally technical in nature and, unlike consumer goods, unknown and 
perhaps somewhat formidable to the majority of students. On the 
other side of the coin, those to whom the products are known, the 
engineers and scientists among our students, sometimes have lit- 
tle aptitude for, or interest in, marketing per se. Thus, there is a 
real problem in making the subject matter meaningful and inter- 
esting to technically trained and non technical men alike. Here 
then are two factors to bear in mind. 

Here is what some members of our teaching committee are 
doing to make greatest use of available source materials and to 
remove some of the more formidable aspects of our subject. 

First with regard to the use of readings, most members of our 
committee place heavy emphasis on library research. Students, 
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either singly or in groups, are required to prepare annotated bib- 
liographies on industrial marketing topics, topical outlines, and 
even industrial sales training programs. Ken Lawyer at Western 
Reserve stresses this approach in particular, and in fact finds it 
unnecessary to use a text. He reports that his students do an ex- 
cellent job and then adds that his reference files are tremendous. 

As for case materials, I was interested to learn that all mem- 
bers of our committee made use of cases. Some mentioned the 
cases in the Alexander, Cross and Cunningham text. Cases are 
also beginning to be available at several schools, including my 
own. 

What can be done with cases to meet the problems of teaching 
industrial marketing? Most important, cases can make industrial 
products understandable and industrial marketing problems ex- 
citing and challenging. A well designed program of cases can also 
serve to introduce the student to the wide range of industrial prod- 
ucts, and to the practices and institutions which surround the mar- 
keting of these products. My own cases, for example, deal on the 
one end with such standard items as gummed paper tape and elec- 
tric motors, and on the other hand with synthetic fibers and guided 
missiles. Marketing practices differ greatly as we move from 
one end of this range to the other. 

Finally, the use of cases for some of us has helped in keeping 
us abreast of the dynamic changes that are taking place in indus- 
trial marketing. It’s possible in a case to pick up a problem and 
deal with it well before the problem area is treated in a good ar- 
ticle or a chapter in a textbook. Corporations faced with the ne- 
cessity of finding solutions to critical new problems in industrial 
marketing are making considerable progress in developing sound 
industrial marketing practices. To the extent that we can develop 
teaching materials to interpret to our students the current experi- 
ences of business firms, we can enrich the teaching of industrial 
marketing. 

In addition to the effective use of cases and library research, 
members of our committee are relying extensively on direct busi- 
ness contacts. John Rath at Wayne State, for example, uses direct 
business contacts in two ways. First, he has panels of business- 
men meet with his classes. In illustration, a recent panel on in- 
dustrial advertising included a representative of the advertising 
department of an industrial goods manufacturer, a man from an 
advertising agency, and a publisher of an industrial trade journal. 
When all three speakers appear at once, students can gain an un- 
derstanding of the coordination of these men in accomplishing part 


of the marketing task. 
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)- In my classes I often have as class guests the man or men in 
1d the company who must deal with the problems about which the cas- 
en es are written. He is usually the man, in fact, who has given us 
it the material for the case. Typically, our guestis introduced at the 
x= start of the period and listens to the students discuss the case for 
Ss. 45-50 minutes. Then he takes the class for a half hour to com- 
1- ment on what he heard and to tell how the company resolved the 
ne problem being discussed—if it did. Our guests greatly enjoy this 
re experience and are generally favorably impressed with the level 
ny of understanding and penetration which the students exhibit. The 
use of such guests lends some realism to our work. It gives the 
ng students a degree of confidence in their ability to deal with indus- 
al trial marketing problems. It exposes them to the people whose 
X= jobs and problems are being discussed. By so personalizing the 
SO work we are doing, we go a long way toward making industrial 
d- products less formidable to the non-engineer and marketing more 
r- interesting to the technically trained student. 
he It is probably important, however, in using guests, to integrate 
C- them effectively into the program. Their contribution should serve 
ed to advance the ball rather than divert attention from the game. 
ym In summary, there are particular problems in teaching indus- 
trial marketing—first, a shortage of teaching materials~—second, a 
ng technical barrier to cross in understanding many industrial prod- 
Ss- ucts before tackling the problems of marketing them. There are 
nd ways of getting around these problems. They include an imagina- 
r- tive use of library research projects, case materials, and business 
e- people in our classes. Skillfully combined, these resources can 


make our courses stimulating and informative. 
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66. “AN APPROACH TO THE TEACHING 


OF INDUSTRIAL MARKETING 


Kenneth Lawyer* 


LL of us are familiar with the efforts of various writers in 
marketing to classify goods. One of the earliest classifica- 
tions, that of Cherington, divides goods generally into three cate- 
gories; the first being raw materials, the second including semi- 
processed materials, machinery equipment, and supplies, and the 
third, consumer goods.’ Thus he has two broad classifications of 
industrial goods. Classifications of these, according to Nystrom 
may be based on (1) use or purpose, (2) degree of fabrication or 
processing, (3) life cycle or expendability, and (4) accounts against 
which the purchases are charged.” Obviously many of these are 
inter-related. 

Probably the most widely recognized and accepted basic clas- 
sification of industrial goods is that of Copeland, which is a com- 
bination of the use or purpose approach, and that of degree of fab- 
rication or processing, as follows: 


Installations, capital goods. 
Accessory equipment. 

Operating supplies. 

Fabricating materials and Parts. 
Raw Materials. 


Frederick, following the N.A.T.M.A. Committee on Definitions 
earlier pattern generally, broke these down somewhat, dividing 
equipment into production and auxiliary items; also, he divided 
fabricated materials into those identifiable in the end product and 


*Kenneth Lawyer, Professor of Marketing, Western Reserve University. 


1. Paul T. Cherington, Elements of Marketing (New York, The Macmillan 
Company, 1920), p. 19. 

2. Paul H. Nystrom, editor, Marketing Handbook (New York, Ronald Press 
Co., 1948), p. 276. 

3. M. T. Copeland, Principles of Merchandising (New York, The A. W. Shaw 
Co., 1924), p. 132. 
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those not. He also added process materials, patent rights and 
services.? 
Elder classified industrial goods more according to use, as 


follows: 
1. Major Equipment. 
2. Accessory Equipment. 
* 3. Operating Supplies. 
a 4. Fabricating Parts. 
- 5. Fabricating Materials. 
- 6. Containers, packaging materials. 
of 7. Process Materials. 
iin 8. Primary Materials. 
9. Services 5 
na Needless to say, Elder’s classifications are the most precise 
and at the same time, most comprehensive. As we read Breyer, 
= Pile, Reed and others, we find them generally following the Cope- 
i a land pattern, tending usually in the first few pages of their books, 
a | to establish categories or classifications, assumedly for the pur- 
pose of studying the manner in which they are marketed by these 
classes. Yet the bases of use, users, degree of processing, iden- 
tifiability or accounting allocation have little or no direct relation- 
| ship to channel selection, the salesman’s functions, sales organi- 
zation, advertising appeals or other matters of marketing decision. 
At least, these writers do not refer directly to any such relation- 
ship. 

My purpose here today is to develop and present a list of fac- 

- tors which rather clearly determine the way in which any given 

ae industrial good is best marketed. Oddly enough many of them are 

tie close to the earlier bases for classification. rhey may be consid- 

oe | ered as product and market characteristics, affecting marketing 

| procedure and they reflect what I have chosen to call ‘‘the delega- 
| tion concept.”’ 

Let us begin with that latter thought in mind. Most industrial 
goods manufacturing concerns were started by a man who found he 
could make a good product in his small shop that people would buy. 

lan As his productive capacity grew, he found it necessary to do one of 
2SS 
1aw 4. John H. Frederick, Industrial Marketing (New York, Prentice-Hall, Inc., 


1934), p. 1. 


5. Robert F. Elder, Fundamentals of Industrial Marketing (New York, Mc- 
Graw Hill Publishing Co., Inc., 1935), p. 4. 
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two things. Either he had to go out and sell while someone else 
operated the plant, or he could stay at home and produce, while a 
salesman represented him in the field. The latter was more com- 
mon, and accounts for the production-mindedness of most such 
firms. 

To the degree that he could successfully delegate this repre- 
sentation, he succeeded, and the company grew. In some instances, 
he was able to engage manufacturers’ agents or distributors. But 
the extent to which this was possible was dependent on how well the 
message could be carried by others, who the people to be im- 
pressed were, how much was at stake in the typical sale—in short, 
the sales burden on the representative. The problems of respon- 
sibility and accountability and of communications, inherent in 
marketing, mitigate against effectiveness when too much is ex- 
pected of this representative. 

From an administrative viewpoint, the salesman is a selling 
agent, representing the management of his firm, dealing directly 
with the prospective buying firm’s purchasing agent, who in turn 
represents his firm in these contacts. With this viewpoint in mind, 
we see on one hand the management of the selling firm up to and 
including the president, including production, accounting, person- 
nel, and finance utilizing their talents and facilities to manufacture 
a product, with the salesman sent out to represent the whole in 
competition with other manufacturers. On the other hand, we see 
the prospect-manufacturer making another product, with his top 
management and equivalent functional divisions, all equally con- 
cerned with their own end product. They send down their purchas- 
ing agent, to buy for them, in terms of their overall company and 
product aims. 

Each communicates back up through his own lines for authority 
as required. Our salesman must be able to communicate through 
the P.A. to his principals to whatever administrative or technical 
level may influence the buying decision and to represent his own 
firm’s interests at whatever level—or must he do all of these? 
Therein lay the problem which I have been working on recently and 
which is the theme of this presentation. There are many variables 
and my purpose has been to list themand to learn how to use them. 

What kind of industrial goods salesman are we talking about? 
As with purchasing agents, there are all kinds. Does our subject 
sell capital equipment, accessory machines, finished or semi- 
processed materials, parts, or supplies? Each of these products 
calls for different considerations for in many respects each in- 
volves different variables. According to Copeland, each repre- 


sents a different type of production use, a different degree of 
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processing, a different accounting classification, and each repre- 
sents the solution of a different kind of production problem, a dif- 
ferent aspect of engineering, different financial, legal and human 
relations considerations. 

You will note that I at least, automatically classify industrial 
goods according to Copeland. The factors used by him are indi- 
cative and helpful in projecting the marketing situation, but they 
are not definitive. It is the other factors of application, invest- 
ment, legal and human relations that are the real clues to their 
different marketing requirements. I am speaking here in terms of 
parties at interest in the buying decision. 

About five years ago, in making a study of the sales training 
practices of almost 300 manufacturers of industrial goods for con- 
venience, I endeavored to classify their products under Copeland’s 
traditional five classifications. My objective was to determine to 
what degree the sales problems, as indicated by sales training re- 
quirements and methods, were different within each group. I con- 
cluded that while there was a clear similarity of practice among 
members of some groups, that among others there was a great 
variance. Heavy equipment makers tended to run to form in depth 
of coverage of various training topics, as did manufacturers of 
supplies. But the apparent needs of men Selling different acces- 
sory equipment items, parts and materials in various stages of 
processing, differed greatly. All of which proved that some of 
Copeland’s classifications, at least while indicating different uses, 
degrees of processing and accounting classifications on which they 
were based, had little relationship to accepted methods of market- 
ing and selling. 

At that same time, in my reading, I ran across another 30- 
year-old book by Tosdal concerning factors affecting the nature of 
training for the industrial salesman. In a casual statement, he 
listed these as determining what a salesman had to be taught: 


1. The complexity of the product. 
2. The complexity of the market. 
3. Knowledge possessed by the buyer. 
4. What the candidate already knows ® 


On the surface, these appear to be the obvious considerations; 


yet to me, after months of study and possibly having passed them 


6. Harry R. Tosdal, Principles of Personal Selling (Chicago, The A. W. Shaw 
Company, 1925), p. 132. 
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over several times, they were an eye opener, and I have pondered 
them for many hours since. With the materials I had from the 
field, re-organized and arranged for significance, I have proved to 
myself, again and again, the reasonableness of these assumptions 
—that: 


1. There are, in the purchasing of industrial goods, at 
least three areas of interest on the parts of those making 
the buying decision— 

a. technical 

b. financial 

c. psychological 

2. The qualifications required of the salesman are di- 
rectly dependent on the depth and breadth of investigation 
into which his efforts to prove value and benefits to the 
buyer will typically take him. 


Stated in another way, my list of determinants of the job re- 
quirements and training needs of the industrial goods salesman 
merely expands Tosdal’s list of factors: 


1. The engineering or other technical complexities of 
the product’s construction and performance. 

2. The complexities of application to the customer’s 
typical production problem or situation. 

3. The engineering, accounting, legal or other working 
knowledge employed by the typical buyer. 

4. The average sale, or the purchase amount(s) at 
stake, from long and shortrun viewpoints. 

5. The amount of service required after the sale in 
assuring product performance. 


In summary, the salesman need be no more than he has to be to 
initiate, negotiate and complete the sale, whoever he may be rep- 
resenting, or, to say it another way, whether he is employed di- 
rectly by the manufacturer, or by a manufacturer’s representative 
or by a distributor. Such factors as technicality, finance expense, 
and human relations all affect sales training requirements in the 
industrial field, regardless of the salesman’s employer. 

These conclusions have been continually borne out in my ex- 
perience and observations. To some, they may appear obvious, 
academic or perhaps merely theoretical. To me, they have been 
very helpful, therefore valuable in my work. Furthermore, I be- 
lieve that these factors of technicality, investment or cost, average 
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sale and psychology, with post-sale service requirements applied 
in terms of parties at interest in the industrial sale, are deter- 
minants in many other industrial marketing decisions, such as: 


1. Channels of distribution 
2. Sales organization pattern 
3. Advertising appeals and media. 


This is the point of my presentation here. I will discuss them one 
at a time. What I shall say is not new to any one of us, but apart 
from Tosdal’s brief statement of almost 35 years ago, I have not 
seen these points stated in this manner: 


Channels of Distribution 


A highly technical product, or a very high priced product will 
usually be sold ‘‘direct.’’ The sales message and the responsi- 
bility for executing the sale, cannot be entrusted to a distributor’s 
salesman whose ability to explain it or to apply its functions to the 
customer’s production problem, may be diluted by his need to 
know so much about so many lines. He cannot possibly be com- 
petent to discuss all of the legal, tax or labor relations problems 
involved with those who are parties at interest in so many differ- 
ent plants. As a third party he will only confuse the issue. 

On the contrary, a highly standardized, very competitive, well 
advertised low priced item, sold in small quantities is often best 
represented by a distributor’s salesman along with 50,000 other 
items when it can be sold on demand. The point here is to have it 
available, for its construction, uses and approximate price are 
generally known. 


Sales Organization 


If the product is so highly specialized as to tax the salesman to 
know it competently, we will have a product specialization form of 
sales organization, possibly with separate staffs for each product. 
If its typical market applications are so complex that the sales 
representative can cover only one market effectively, then a mar- 
ket specialization form of organization, (with separate staffs, pos- 
sibly) emerges. Or, if we can’t afford anything but ‘‘bird-dogs’’ to 
allocate prospects, we back them up with product specialists at the 
home office who are called out actually to make the sale, and we 
need that type of sales organization. All are determined by prod- 
uct-market characteristics. 
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Advertising Appeals to Media 


Among other considerations is the decision as to how to reach 
the person(s) who make(s) the buying decision. Are we trying to 
convince engineers, accountants, lawyers? The nature of the prod- 
uct and of its market will determine the choice of trade or pro- 
fessional journals, direct mail or whatever, as media. It will also 
determine the appeals and the tone in which they are to be pre- 
sented. 


So, in summary: 


(1) If we know how complex the product is, how difficult it is to 
explain or to apply, we will be able to suggest whether it must be 
sold directly or through a middleman; also we can project a logical 
sales organization, explain how it (the product) can be advertised. 

(2) If you know how much is at stake in the typical sale, you 
can decide whether or not you can afford to ‘‘send a boy’’ from the 
distributor’s warehouse, or whether your own men, well trained, 
would do better. You will also have another clue as to a desirable 
sales organization. 

(3) If you know who makes the buying decision, how he talks and 
in what language, you know whether or not to trust a middleman’s 
representative to command the prestige and to carry the message 
as a responsible delegate. 

There are other thoughts and convictions along these lines. I 
would like to see someone do these things: 

(1) Develop separate scales of relative product complexity, 
complexity of market applications, and size of typical order. 

(2) Determine average sales of middlemen in representative 
fields, by type, by total volume, compared with average sales of 
those dealing direct. 

(3) Develop this approach and concept further, basing it ona 
more factual study, done for this purpose alone, to concretely 
prove or disprove these assumptions, possibly to develop an ap- 
plicable statistical procedure or formula. 

My findings and my convictions are based largely on the status 
of the salesman, on the nature of his responsibilities as a dele- 
gate. If you think perhaps that I have given this area of marketing 
too much emphasis, I must ask you toconsider that more and more 
marketing decisions are being made each day in terms of what 
must happen at the point of sale if the functions of marketing are 
to be performed effectively and efficiently. 


67. “A CURRICULUM IN INDUSTRIAL 
MARKETING” 


John J. Rath* 


ECENTLY, a great deal of space in newspapers, magazines, 
and professional journals has been devoted to exposing the 
shortage of engineers and scientific personnel in the United States. 
Many of the authors of such articles express apprehension about 
the effects of such conditions upon the nation’s leadership status in 
the production of consumer as well as of war goods. 

A considerable quantity of space has also been devoted to the 
presentation of ideas to remedy the situation before it is too late. 
The most commonly advocated remedy is the provision for and 
stimulation of more studies of a scientific nature. It is implied 
that the answer to the problem will be forthcoming when a greater 
number of people are technically trained. 

A comprehensive study of the uses of scientific personnel sug- 
gests that the answer to this problem does not consist of merely 
increasing the number of people scientifically trained. Many high- 
ly technically-trained personnel are engaged in activities that do 
not require such a high degree of technical proficiency in busi- 
ness, government, and educational institutions.’ 

A relatively large number of engineers and technical workers 
are currently engaged in tasks for which they have not been 
trained, Sales engineering, purchasing, and marketing research 
are some examples of functions in which these people operate that 
require special training in marketing. The marketing profession, 
with the cooperation of engineering, has the ability to suggest a 
more suitable remedy to the problem. 

The proposed remedy entails a plan to encourage a more com- 
prehensive study of industrial marketing in American universities. 
This plan will alleviate the current situation in two ways: (1) a 
number of scientific people may be released from present tasks 
that do not require such a high degree of technical education, and 
(2) it seems reasonable to assume that a greater number of 


*John J. Rath, Wayne State University. 


1. See ‘‘Let’s Stop This Shocking Waste of Scientific Manpower,’’ by Albert 
Q. Maisel, Reader’s Digest, May, 1957, pp. 118-223. 
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persons could pursue successfully a less rigorous technical edu- 
cation in combination with marketing education than the more 
rigorous technical education in engineering and science alone that 
is now required. 

The proposed plan, if encouraged by universities, has several 
advantages. First, a greater amount of the time of scientific peo- 
ple will be available for scientific work. The value output of each 
such person would tend to increase. Fewer such persons would 
have to be employed to accomplish a given task. Thus, business 
costs for scientific work will be reduced. 

A second advantage that will accrue from the proposed plan has 
to do with the efficiency of the work to be carried out by the indus- 
trial marketing people. Since these people have both the requisite 
technical knowledge and a knowledge of marketing, they will tend 
to be able to perform the marketing tasks more efficiently than 
their predecessors who had only technical education. This advan- 
tage would tend to lower the costs of performing the industrial 
marketing functions. 

A third advantage of the proposed plan has to do with its effects 
upon university costs of education. Such a plan would stimulate 
increased enrollment in many engineering courses, thus making 
more efficient use of university physical facilities and staff. The 
more efficient use of facilities and personnel would tend to lower 
the costs of providing such instruction. 

A fourth advantage of the proposed plan will accrue to society. 
Such a plan makes possible the better use of human resources and 
thus tends to increase productivity. And increased productivity is 
the first step toward increasing the plane of living of a nation’s 
citizens. 

Some universities have recognized the importance of education 
in industrial marketing. The highlights of some of their curricula 
will be summarized, 

Western Michigan University offers a four-year curriculum in 
Industrial Distribution. This curriculum includes 14 hours in al- 
gebra, geometry, and statistics; 17 hours in the communications 
are of composition, speech, and business correspondence; 12 hours 
in strictly technical subjects such as electricity, drafting, and 
technical processes; 9 hours in production control, time and mo- 
tion study, and materials handling; 8 hours in both science and so- 
cial science fields; 6 hours in humanities; and 3 hours in psy- 
chology and in government in addition to 6 hours in accounting and 
management; 8 hours in marketing courses; and 3 hours in small 
business management. This curriculum also requires a student to 

spend one summer either with an industrial distributor or elect a 
course in Modern Industrial Practices. 


ite 

ng 
‘he 
jer 


ty. 
and 
is 
yn’s 


tion 


n in 
al- 
jons 
ours 

and 
mo- 
1 so- 
psy- 
x and 
small 
ant to 
lect a 


A CURRICULUM IN INDUSTRIAL MARKETING 485 
The purpose of this curriculum is as follows: 


“This curriculum is designed to prepare personnel 
for employment in industrial distributors’ organizations 
as purchasing agents, salesmen, management consultants, 
warehousing executives, etc. Since some graduates may 
wish to enter the manufacturing rather than the distrib- 
uting phase, the curriculum also provides sufficient tech- 
nical and supervisory training to enable them to even- 
tually qualify for industrial positions in such areas as 
production control, personnel work and purchasing.’?? 


Wayne State University also has a four-year program. This 
curriculum includes 12 hours in accounting; 6 hours in economics, 
business law, statistics, and management; 17 hours in marketing; 
3 hours in finance; 8 hours in science and social science; 22 hours 
in communications courses; and 17 hours in technical courses. 
The purpose of this curriculum is indicated in the School’s bulletin 
as follows: 


“‘The Industrial Marketing Curriculum offers a sound 
background in business administration and provides the 
additional engineering training needed for careers in 
sales engineering, industrial purchasing, advertising, 
marketing research, and trade-journal reporting and 
editing. Students are prepared to become manufacturers’ 
representatives or to enter any other of the many fields 
of industrial distribution.’ ” 


Drexel Institute of Technology offers a 5-year cooperative pro- 
gram in commerce and engineering. This curriculum provides 32 
hours of algebra, geometry, calculus, and statistics; 45 hours of 
technical and science courses; 15 hours of accounting; 13 hours of 
chemistry; 12 hours of communications’ courses; 9 hours in hu- 
manities, economics, business law, and management; 6 hours in 
government; 3 hours in finance; and 24 hours of marketing cours- 
es.4 At Drexel the student attends classes for each of three terms 


2. 


3. Wayne State University, School of Business Administration Bulletin, 1958- 
1959, p. 36. 


Western Michigan University, 1958-59 Bulletin, p. 64. 


4. This includes 3 hours of marketing required of all students and 21 hours 
of marketing for a marketing concentration. 
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during his first year. He attends classes for two terms during his 
sophomore, junior, and senior years. The third term of each of 
these three years is spent in an internship. The purpose of this | 
curriculum is stated in Drexel’s Bulletin as follows: 


‘This curriculum is designed primarily for students 
seeking to prepare for administrative positions in indus- 
tries where engineering is important. Basic courses 
common to all branches of engineering are combined with 
such business courses as accounting, finance, manage- 
ment, marketing, law and statistics to provide a broad 
industrial background. Specialized training in such fields 
as accounting, industrial management, industrial rela- 
tions, and industrial sales may be achieved by the choice 
of elective subjects. Opportunities in such fields are con- 
siderably widened by an engineering background.’’> 


5. Drexel Institute of Technology, Undergraduate Curricula 1958-1959 Bulle- 
tin, p. 82. 


ulle- 


D. Machinery for Implementing the 


J 


Responsibilities of Advertising 


Edueators 


68. “SOME QUESTIONS FOR EDUCATORS” 


C. H. Sandage* 


HE topic for discussion this morning is an intriguing one— 

Machinery for Implementing the Responsibilities of Advertising 
Educators. It is very tempting to dwell primarily on the machin- 
ery element in this topic. Machinery can be so specific, so tangi- 
ble, so manipulative, so power-laden, so glittering, and so 
comforting to those who are intrigued by the shell and not the 
substance. 

But here, as in most areas, machinery should be a means to an 
end and not something to create and admire for its own sake. If 
we can arrive at some concensus concerning the responsibilities of 
advertising educators, then perhaps we can move forward to de- 
signing machinery specifically to implement those responsibilities. 

Let me, therefore, state in outline and staccato form a number 
of responsibilities as I see them, and then suggest in question 
form under each responsibility, areas of inquiry that might stim- 
ulate the thinking and study of educators. 


1, Perhaps our first responsibility is to understand what adver- 
tising really is. 

a. Is advertising more than advertisements? 

b. Has advertising taken on the qualities of an institution? 

c. Can the claim of David Potter that ‘‘Advertising now com- 
pares with such longstanding institutions as the school and 
the church in the magnitude of its social influence’’ be sup- 
ported? 

d. What are the institutional aspects of advertising? 

2. It should be the responsibility of advertising educators to eval- 
uate the position and power of advertising as an economic and 
social force. 


*C. H. Sandage, Professor of Marketing, University of Illinois. 
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Is it the spark plug, the catalyst, in our economic system? 

b. Is it limited in its influence to the materialistic side of life? 

c. Can it logically be applied to the promotion of social and 
spiritual values? 

d. Can it enhance the ‘‘good life?’’ 

We should analyze the function of advertising in the realm of 

communications. 

a. Should advertising be limited to mere information giving? 

b. In what respects can it justify the use of persuasion? 

c. Are there justifiable limits to its use of persuasion? 

d. What is its influence on the press? 

e. Is its relationship to the press primarily one of providing 
economic support? 

f. Can it supply the means for making freedom of speech a 
meaningful concept in a modern democratic society? 

We should appreciate its position in the total marketing and 

merchandising mix. 

a. To what extent should advertising provide marketing man- 
agement with an understanding of consumer behavior? 

b. Is advertising the psychological arm of the marketing body? 

c. How and to what extent should advertising be coordinated 
with personal selling? 

d. To what extent should advertising influence or be influenced 
by the pricing of commodities to be advertised? 

It should be the responsibility of educators to push back the 

frontiers of ignorance in advertising—to light the way of prog- 

ress in this field. 

a. Do we tend to teach only ‘‘what is’ 
tions of ‘‘wnat should be?’’ 

b. Are we adept in formulating hypotheses and testing them in 
competent research projects? 

c. Do we suggest new approaches to practitioners, or are we 
prone to accept without question current practices? 

d. Do we have now or can we develop methods that will measure 
either the absolute or the relative effectiveness of different 
types of advertising effort? 

We should exercise leadership in the development of ethical 

standards to guide the profession, 

a. Is advertising a profession? 

b. If it is not, does it have the potential of becoming one? 

c. Can educators hasten the professionalization of advertising 

by developing a professional point of view among their stu- 


’ and avoid raising ques- 


dents? 
Is a code of ethics essential to a true profession? 
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e. If educators condone questionable advertising practices, will 
not that retard the development of ethical standards of prac- 
tice? 


7. It should, of course, be our responsibility to know the basic 
skills necessary for effective operation in the profession. 

a. Should we, however, present these skills to our students as 
ends in themselves or emphasize that they are means to an 
end? 

b. Can we distinguish between basic and transitory skills? 

c. Should our graduates enter industry as finished practitioners 
or as internes? 

8. We perhaps have a responsibility to stop being defensive about 
advertising. 

a. Do we have a guilt complex by being in advertising? 

b. Would we rather be practicing than teaching advertising? 

c. Are we supersensitive to criticism? 

d. Do we carry a chip on our shoulder? 

e. Does our defensive attitude keep us from portraying the 
basic values of advertising? 

f. Do we hesitate to assume a position of leadership? 

g. Are we defensive about education in advertising if not about 
the field itself? 

9. We naturally have the responsibility of being good teachers. 

a. Can we paint the broad picture of advertising? 

b. Can we place the mastery of basic skills properly in the total 
advertising setting? 

c. Are we bricklayers or architects? 

d. Can we impart our knowledge of skills to our students? 

e. Are we stimulators of thought and imagination? 

f. Can we develop the abilities of students at the problem solv- 
ing level? 

g. Can we cultivate the student’s powers of analysis? 

h. Are we real leaders of thought in the classroom and out? 


It would be easy to say that we could discharge these responsi- 
bilities more completely if all advertising teachers were asso- 
ciated in some organization that was limited to advertising teach- 
ers, Such an organization could theoretically provide the means 
for raising the level of advertising education, promoting leader- 
ship in the profession, improving teaching, encouraging research, 
and eradicating our defensive attitudes. 

Historically, teachers of advertising fathered the present 
American Marketing Association. The original organization was 
known as the National Association of Teachers of Advertising, 
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later changed to the National Association of Teachers of Marketing 
and Advertising. This group was later married to the American 
Marketing Society and took the name, American Marketing Asso- 
ciation, 

There are those who would question, and perhaps with some 
logic, whether the establishment of a separate group of advertising 
teachers at this time would be a move backward rather than for- 
ward. It would perhaps be a backward move if it tended to splinter 
rather than to unify advertising teachers. It would be detrimental 
if it channeled the efforts of advertising educators along lines of 
organizational structure to the detriment of the substance of the 
profession, 

I would emphasize that teachers of advertising must seek pro- 
fessional outlets for the propagation of their educational ideals. 
We must have access to learned journals and to conventions such 
as this where we can mix intellectually with leaders of thought in 
other social sciences. 

We must be extremely careful to not organize ourselves ina 
manner which would encourage us to become so closely tied to the 
tools of our trade that we would lose sight of the principles of our 
profession. Any organization, it seems to me, should, therefore, 
be constituted in a form which would permit us to meet annually 
with allied social sciences. 

Are we sufficiently strong to develop our own professional 
journal? Are we willing to pay a sufficiently high annual dues to 
accomplish the work that a truly professional organization must 
accomplish. If we are not, then perhaps we should continue to 
make use of our privilege to affiliate with the American Marketing 
Association and the Association for Education in Journalism. 
These two organizations are in the nature of federations, thus per- 
mitting special interests or professional groups to function with a 
reasonable degree of autonomy within the federation. Unlike the 
Advertising Federation of America, these two groups are profes- 
sionally rather than operationally oriented. 

Unless as teachers of advertising we are able to develop our 
own separate organization with sufficient income and intellectual 
leadership to provide the machinery to implement our many re- 
sponsibilities, we will be better served to continue to function 
within the framework of the American Marketing Association and 
the Association for Education in Journalism. These two organiza- 
tions do give us access to professional journals. They do provide 
facilities for the development of special interest groups. They 
perhaps now offer the opportunity for advertising educators to cul- 
tivate those qualities of leadership that may eventually lead us into 
a strong and dynamic unified group. 
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E. Content of the Salesmanship Course 


69. “COURSE CONTENT — WHAT 
BUSINESS WANTS” 


P. F. Prince* 


HOSE of us in business who are concerned with marketing a 

product, know that the features of the product which appeal to 
major customer benefits are the ones we must identify and use as 
the basis for our marketing strategy. There is no doubt in mar- 
keting that the product planning responsibility involves participa- 
tion in setting up these features, but the marketing man is not re- 
quired to specify the production methods by which the features are 
efficiently turned out. 

A Dean of a Business School at a recent conference said, in 
part, ‘‘In the final analysis, our School of Business is a business. 
The buildings are our plant. Education is our process. Profes- 
sors are our work force. Graduates are our product.’’ My re- 
marks may sound like a mechanistic approach to a complex human 
problem, but the analogy to a production line situation will drama- 
tize the predicament in which I find myself here today. By defini- 
tion Iam supposed to suggest What Business Wants in a Salesman- 
ship Course and yet I am not sure that business has any 
right-or-responsibility-to enter the educational area where the 
technical job of developing the specifications of the product, name- 
ly the graduate, takes place. 


To assume that industry should know 
the ‘‘Features and Benefits’’ 


that would result from a particular 
subject or teaching method is not completely valid—at least I know 
of no research which brings to light such definite conclusions. 
Rather than our applying pressure from business toestablish more 
specifics in course content, it might be wiser to spend our joint 
efforts in studying the ‘‘products in use’’ and help the factory, in 
this case the University, determine the features we both want. 

If a school of business is to operate like a business it has a 
responsibility to follow a principle which it teaches daily, the total 
marketing concept. The school must be ‘‘Customer oriented;’’ it 
must follow the product into use to determine how to improve it to 
meet the needs of the current market. 


Prive, 


Director of Merchandise Training, Sears, Roebuck and Co 
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Considering that a majority of business school graduates enter 
business through the selling route—and many continue in it~we 
believe that it is important that the educational institution give the 
graduate a favorable attitude toward this selling experience. Be- 
cause selling is a particular phase of human inter-relations and 
requires a knowledge of human behavior to perform successfully, 
the graduate must have an attitude which is sympathetic to the 
activity. Professor Tosdal says that ‘‘Selling is a form of leader- 
ship and requires leadership training.’’ The leadership and per- 
suasion ability of the graduate might be called the Features of the 
Product business in looking for. 

If, by special dispensation, I were permitted to specify the con- 
tent of a course, I would emphasize the three stage combination or 
mix which is present ina selling situation. Preparation for these 
three areas would call for development in: 1) attitudes towards 
the customer and his needs; 2) knowledge of good selling tech- 
niques in relation to product features; 3) skill in presenting the 
features and benefits to satisfy the customers needs. You might 
call this simply the why, the what and the how of effective per- 
suasion, 

With reference to persuasion, Professor Edward Bursk, editor 
of the Harvard Business Review, provides some stimulating ideas 
in his article ‘‘Opportunities for Persuasion’’ in the September 
issue. He asks us to develop ‘‘our best understanding of the psy- 
chology of the selling-buying relationship’’ with particular em- 
phasis on the rational approach to persuasion. If the psychology 
of persuasion could be explored to a greater degree in a salesman- 
ship course and this psychology linked to communication ability, 
then we would have what the educators call ‘‘a point of departure’”’ 
for almost any selling pattern. 

This leads to my second suggestion. A student should learn 
how to sell in the way the customer wants to buy. At least in the 
consumer goods market, many consumers are not equipped to 
select the best value today. One writer says, ‘‘We’ve lost the old 
‘Thumb and finger’ acquaintance with goods.’’ Perhaps we should 
teach the student how to acquaint the customer with the right 
standards for determining value in the particular market in which 
he is interested. This might come under the heading of service 
selling in other types of goods. Educating the customer on the 
application or use of a product may be a difficult concept to teach 
in a salesmanship course, but it is highly important. 

The application of communication techniques to the salesman- 
ship pattern involves a carefully developed method. I would like to 
again pose the end result by quoting from Professor Ward at 
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Macalester. ‘‘The successful salesman takes pains to make what 
he says clear, interesting and persuasive. He knows it is not 
enough that his words are clear to himself; they must be clear 
also to the person he is addressing. He knows that it is not enough 
that he is persuaded of the value of what he is saying; he must 
persuade others and influence their action, and he knows that con- 
tinued cooperation from those who look to him for infcrmation, 
guidance, and motivation is essential to his success.’’ 

Now, a brief word on the importance of the development of 
skills in this area. Again, I’d like to quote from an authority in 
this field. Professor R. A. Gordon, in his Ford Foundation Study 
of Business Education, provides an interesting suggestion in de- 
veloping skills. He suggests: ‘‘Business competence is more than 
a question of exposure to a given range of subject matter. All pro- 
fessional training involves skill development. Among the most 
important skills for the business man are skills in rational de- 
cision-making in the face of uncertainty and incomplete informa- 
tion, and skill in human relations and verbal communication. 
The growing use of real-life business cases is a move in the right 
direction. I am sure that more can be done to develop skill in in- 
terpersonal relations through a careful use of role playing and 
similar techniques. Since students do not have the opportunity to 
practice what they learn in actual business situations (except to a 
very limited extent through work experience), it is important to 
find other types of organizational situations with which they do 
have experience.’’ 

Business is anxious to cooperate with the educational institu- 
tion in any way that is pertinent to the educational goals. Business 
men probably will be more successful in this effort if they stick to 
the end results desired rather than the means of accomplishing 
these results. 

An example of this desire to cooperate is the effort of the Na- 
tional Society of Sales Training Executives in the work conducted 
by the University Research Committee. If an area can be found 
for mutual work such as the ‘‘Laboratory Manual in Salesmanship’’ 
developed by Professor Bennett at the University of Alabama, this 
committee is at your service. 
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70. “COURSE CONTENT — 
WHAT TEACHERS DO” 


John P, Maggard* 


T would be presumptuous of me to speculate on what teachers, 

in general, are attempting to do in the salesmanship course, or 
for that matter, in any other course. I am simply reporting ona 
survey which was conducted this year by our chairman, Professor 
Kirkpatrick of the University of North Carolina. 

Relying upon names supplied by a publisher’s list and the AMA 
roster, questionnaires were mailed to all instructors who were 
identifiable as teachers of salesmanship. The questionnaire was 
designed to explore three areas: (1) course-content in the basic 
college course in salesmanship, (2) teaching-methods utilized, and 
(3) the way in which the typical instructor arrives at a final grade 
for the course. 

The findings of this survey are based upon one hundred ques- 
tionnaires returned, representing a total of ninety-three different 
colleges and universities. These responses come from a wide va- 
riety of sizes of schools, and nearly all sections of the country are 
represented. 

It might be noted that the questions in this survey called for the 
instructor’s opinion as to what should be done in each case, rather 
than what he has been doing. It must be assumed, therefore, that 
the respondents are, for the most part, actually conducting their 
salesmanship classes in accordance with the way in which they 
feel those classes should be conducted. 

A subject of primary interest is the content of the saiesman- 
ship course, and herein lies one of the more significant areas of 
difference between instructors. 

An important basic decision involves the division of total class 
time between: (a) regular instruction time, and (b) time devoted to 
sales demonstrations or role playing by students. 

A fundamental question which should be examined, before these 
discussions, is the question of the extent of actual use of the mock 
demonstration technique by salesmanship instructors, regardless 
of how desirable or how undesirable the practice may be. 


*John P. Maggard, Assistant Professor of Marketing, Miami University. 
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The survey findings indicate a wide variation among the re- 
spondents as to the portion of overall class time devoted to sales 
demonstrations by students. Many instructors make little or no 
use of the mock demonstration technique; but of those who do uti- 
lize it, the median allocation is thirty and one-half per cent of 
total class time. Perhaps a more meaningful way of emphasizing 
this particular statistic would be to say that sales demonstrations 
by students account for approximately fourteen meetings in the 
three-hour semester course, or approximately nine meetings in 
the two-hour semester course. 

The range of variation in practice of sales demonstrations, is 
evidenced by the fact that: (a) twenty-four per cent of those re- 
sponding (or nearly one out of four) spend no time at all on demon- 
strations, On the other hand: (b) seventeen per cent of all respond- 
ents spend half of total class time or more in sales demonstra- 
tions. (*One went as high as ninety per cent.) 

Still within the realm of course content is the question of how 
instructors allocate regular instruction time (or non-sales demon- 
stration time) to the various major topics which are usually cov- 
ered in the basic course in salesmanship. The questionnaire 
called for the portion of regular instruction time devoted to the 
following topic areas: 


(1) GENERAL BACKGROUND. . .which includes such sub- 
jects as The Selling Field; Origin and Development 
of Selling; The Economic Role of Selling; The Selling 
Job, Its Qualifications and Rewards. 


(2) GETTING READY TO SELL. . .including the acquisi- 
tion of Basic Categories of Knowledge; Prospecting; 
and The Pre-Approach, 


(3) HOW TO MAKE SALES DEMONSTRATIONS. . .involv- 
ing The Approach; Dramatization; Handling Objec- 
tions; The Close and Follow- Through, 


(4) ALL OTHERS. . .including such subjects as Sales Man- 
agement; Retail Selling; Telephone Selling; Good- 
Will Building, etc. 


Through the elimination of extreme cases and by use of the 
ithmetic average, it was found that the ‘‘average’’ instructor 
portions his time as follows: 


Sales demonstrations by students: 26.2 per cent of total 
time (or approximately 11.8 meetings in a three-hour 
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semester course, with three meetings set aside for 
examination purposes). 


Regular instruction: 73.8 per cent of total time (or ap- 
proximately 33.2 class meetings of a three-hour 
semester course). 

This 73.8 per cent of time or 33.2 class meetings is 
allocated to the different topic areas in the following 
manner: 
(1) GENERAL BACKGROUND. . .15.9 per cent or 7.2 meetings 
(2) GETTING READY TO SELL 
. .26.0 per cent or 11.7 meetings 
(3) HOW TO MAKE SALES 
DEMONSTRATIONS... ....20.5 per cent or 9.2 meetings 


73.8 per cent 33.2 meetings 


A second objective of this survey was todetermine the different 
teaching techniques being utilized by the instructor in salesman- 


ship. Again, the typical picture was approached by eliminating ex- 
treme cases and by using the arithmetic average. The percentages, 
in this case, will total one hundred per cent; but these time alloca- 
tions apply only to that portion of total class time devoted to regu- 
lar instruction, The time spent on different teaching techniques 
has been related to the average number of meetings in a three-hour 
semester course, 

According to the survey findings, the ‘‘average’’ instructor 
spends the 33 class meetings allocated to regular instruction as 
follows: 


(1) Straight Lecture 26.5 per cent or 8.7 meetings 


Class Discussion 34.5 per cent or 11.3 meetings 
(*Combined Lecture and 
Discussion 61.0 per cent or 19.0 meetings) 


Case Studies 15.4 per cent or 5.1 meetings 
Outside Speakers 7.8 per cent or 2.6 meetings 
Movies, Film Strips .2 per cent or 3.4 meetings 


Others (field trips, 
actual selling) 5.6 per cent or 1.8 meetings 
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A rather large portion of the respondents (twenty-four per cent) 
spend ten per cent or less of total class time on sales demonstra- 
tions. It seemed reasonable to suspect that these particular in- 
structors might well be expected to concentrate a little heavier 
than average on certain other (non-textbook) techniques, such as 
case studies, outside speakers, and movies. Analysis of the re- 
turns from this group shows that the instructor who spends ninety- 
five per cent or more of his time on regular instruction actually 
puts less than two additional class meetings on these non-textbook 
techniques when compared with the average instructor who spends 
over one-fourth of total time on sales demonstrations. 

The third objective of the survey was to determine how the typ- 
ical instructor arrives at his final grade in the salesmanship 
course. The questionnaire contained five specific grade-compo- 
nents, with an additional category reserved for ‘‘others.’’ The re- 
sults show that the average instructor makes up his final grade in 
the following manner: 


Written Hour Quizzes on. of total grade 

Other Classroom Performance 

(short talks, drill in techniques) 2.2% of total grade 

Outside Written Work (case 

solutions, portfolios, sales 

manuals) 3.3% of total grade 

Sales Demonstration 2% of total grade 

Final Exam 24.3% of total grade 
). Other factors (pop quizzes, 

actual selling, etc.) 4. of total grade 

99.3! 


In summarizing, the study shows that the average instructor in 
salesmanship: 


a. Devotes some seventy to seventy-five per cent of total 
class time to regular instruction, and the remaining 
twenty-five to thirty per cent to role-playing by the 
student. 


b. He spends some fifty-five per cent of the regular in- 
struction portion of his course on background and prep- 
aration for selling; and the remaining portion of regu- 
lar instruction time is devoted largely to discussing 
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the sales demonstration proper, with only fifteen per 
cent of the time being spent on ‘‘other’’ subjects and 
activities, such as speech and vocabulary training and 
field trips. 


He devotes something like one-third of the regular in- 
struction portion of the course to class discussion, and 
over one-fourth of the time to straight lecture. 


Finally, the average instructor determines his final 
grade by allocating fifty-six per cent of the credit to 
announced exams, including the final exam; approxi- 
mately twenty per cent to the sales demonstration 
given by the student; and the remaining portion of ap- 
proximately twenty-four per cent is allocated to writ- 

ten and oral performance both inside and outside of the 

classroom. 

The foregoing summary deals with the ‘‘average’’ situation. 
Since averages, however, often leave much to be desired, anattempt 
was made to determine whether or not significant patterns deviate 
from the average. 

One might think that perhaps the size of the institution would 
have some bearing, both upon the desired areas of stress, and upon 
the teaching techniques being utilized. Furthermore, one might 
speculate as to the possible effects of a metropolitan location as 
compared with those schools located in medium-size and small 
urban places. 

The responses were grouped according to size of school into 
three groups: large, medium, and small. All answers were ana- 
lyzed separately for each of the three size-groupings. Some sig- 
nificant differences were noticed as follows: 


Medium-size schools (3600 to 7500 enrollment) seem 
to stress sales demonstrations more than do either 
smaller schools or larger schools. The instructors 
from these schools spend nearly one-third of total 
class time on role-playing, while one out of four of 
them puts one-half or more of total class time on 
role-playing. In contrast, the average portion of total 
class time allocated to role-playing in larger schools 
is twenty-five per cent, while the average for smaller 
schools is approximately twenty-three per cent. 


No significant difference seems to exist among the 
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size groups with respect to areas of stress within the 
regular instruction portion of the course. 


The medium-size group puts less than average em- 
phasis upon the straight-lecture technique, but above 
average emphasis upon case work, movies, and outside 
speakers. In essence, they appear to rely less upon 
the regular textbook and lecture treatment than do the 
larger or the smaller schools, 


There seems to be some significant difference between 
size groups with reference to determination of the 
final grade. The medium-size group places well above 
average stress upon sales demonstrations, and less 
than average stress upon all written exams, The larg- 
er schools put well above average stress upon written 
hour exams, while the smaller schools rely heavily 
upon both the hour exams and the final exam to deter- 
mine the final grade. 


Analysis of the returns from a sample of metropolitan schools 
resulted in two significant differences, each of which might be ex- 


pected because of the availability of materials. These schools 
made somewhat more extensive use of both outside speakers and 
case work in their courses than did the average school. 

No other outstanding deviations were discovered. Certain hypo- 
theses were explored, such as the supposition that department 
heads might find relatively less time to devote to sales demonstra- 
tions by students than would the average instructor. Such was not 
the case. 

The statistics presented in this report are, for the most part, 
arithmetic averages, calculated after the elimination of extreme 
cases. The average picture, however, is not necessarily the typi- 
cal picture. In some of the areas covered in this survey (for 
example, the portion of class time to be devoted to sales demon- 
Strations by students) there seems to be no typical pattern. Fur- 
thermore, the survey does not distinguish between courses of dif- 
ferent lengths nor between classes of different size, Both of these 
dimensions would likely have some effect upon how a salesmanship 
course will be conducted. 

The pattern presented in this report may prove to be of some 
use to the individual instructor. Through the use of these findings, 
he will be able to compare his own efforts with those of the aver- 
age teacher of salesmanship. If the individual should find himself 
out of conformity with the general pattern, this survey should still 
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offer some consolation, Whether he is lecturing ninety per cent of 
the time, putting ninety per cent of his time (or no time at all) on 
sales demonstration, or even requiring his students to take a selling 
job on the side, he is not alone in the practice. 


71. “THE CASE FOR ROLE PLAYING AS A 
METHOD OF TEACHING SALESMANSHIP” 


Charles L. Lapp* 


ge playing should be used as one method of teaching sales- 
manship because: 

Reason No. 1: Selling is an art. An art can be learned most 
effectively through the proper balance of study, observation, and 
practice. Selling is like playing a musical instrument, playing an 
athletic game, or painting a picture; it cannot be learned without 
practice, practice, and more practice. Role playing provides for 
the practice leading to the perfecting of techniques and strategies 
in selling. Selling techniques without student perfection of their 
use are dangerous. The art of good selling lies in the conceal- 
ment from the prospect of any techniques or strategies used. The 
student must practice and practice or the techniques or strategies 
he uses are not natural to his or her prospects and customers. 

Admittedly, the science of salesmanship made up of the prin- 
ciples of selling involving the factors, forces and effects occurring 
in the relationship between a salesman and his prospects and/or 
customers can be studied, described, and discussed without role 
playing. In fact, a student learning only the science of salesman- 
ship could even become a trainer of other salespeople and not even 
be able to sell himself. However, a trained person who can do 
what he is teaching others to do, can usually command more re- 
spect, and even more important, can improve the selling skills of 
others more quickly. Even more important, since selling is an 
art, it can not be learned without practice, and role playing pro- 
vides for that practice under conditions which make it possible to 
give immediate, constructive assistance to the student. 

Reason No. 2: Role playing should be used as a method of 
teaching salesmanship because it steps up the probability of re- 
membering. It is not how much is covered in a course as how 
much is remembered and later used by a student that counts. For 
example, a senior salesman not long ago remarked to me, ‘‘Listen 
Chuck, I have forgotten more about selling than you will ever 


*Charles L. Lapp, Professor of Marketing, Washington University, St. Louis. 
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know.’’ I pleasantly replied, ‘“‘You are, no doubt, right.’’ Where- 
upon a sales executive standing nearby replied, ‘‘But, Mr. Sales- 
man, what you have forgotton isn’t doing you any good.’’ Knowing 
how to sell isn’t enough—more important is remembering to say 
and to do the right thing with the right customer. Educational psy- 
chologists tell us from their research that approximately twenty 
per cent is retained of what we hear, thirty per cent of what we 
see, fifty per cent of what we see and hear, seventy per cent of 
what we say, and up to ninety per cent of what we say and do, 
Therefore, these statistics, even if only relatively significant, are 
all in favor of adding the doing approach provided by role playing. 
Even for the moment assuming our objective isn’t and shouldn’t be 
to train salespeople who can sell, role playing should be used to 
step up retention of learning. 

Reason No. 3: Role playing should be used as a method of 
teaching salesmanship because it aids in putting emphasis on the 
need for a two-way relationship between the salesman and the 
prospect. When students play the role of a prospect they are 
forced to think of the selling process from the prospect’s view- 
point. Therefore, role playing makes the selling course more 
practical in assisting students to see the viewpoint of Professor 
C. A. Kirkpatrick emphasized in the subtitle of his textbook, Sales- 
manship, ‘‘Helping the Prospect Buy.’’ In effective selling, it is 
equally important to detect what is meant by what prospects say 
and do as it is to know what to say and do as a salesman. 

Reason No. 4: Role playing should be used as a method of 
teaching salesmanship because it can shorten the experience under 
actual selling conditions necessary to gain proficiency. If a stu- 
dent salesman spends three hours out of every nine face to face 
with prospects, then in three hours of role playing it is mathe- 
matically possible to give such a student three days’ practical ex- 
perience in three hours. Role playing is the practical application 
of the case method used in other courses adapted to the teaching of 
salesmanship. 

Reason No. 5: Role playing should be used in teaching sales- 
manship because it gives an opportunity to add interest and real- 
ism to class sessions by having students re-enact actual selling 
situations they have observed or participated in for class com- 
ment. Further, realism can be added to class sessions by inviting 
different types of buyers and salesmen to come to your salesman- 
ship class to demonstrate in role playing sessions with students 
what actually takes place in their jobs as buyers or salesmen. 
Thus such role playing practice sessions hold the interest of all 
students as observer participants. 
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Reason No. 6: Role playing provides an opportunity to evaluate 
what students have actually learned. Unfortunately, it is impos- 
sible for most of us as college professors to go into the field or to 
go behind the counters to see our students in action. However, in 
role playing sessions the instructor can see what are the basic 
weaknesses of his students in such areas as philosophy, person- 
ality, speech, grammar, and attitude. Through role playing one 
gets to know each student individually and can thereby help each 
student to capitalize on his strengths and to strengthen his weak- 
nesses with a suggested program of individual self-improvement. 

Reason No. 7: Role playing as a teaching method eliminates to 
some extent the projection of biases and prejudices from the in- 
structor to his students. After role playing sessions the class can 
evaluate a demonstrated selling technique by a vote. Then, too, 
role playing makes an individual self-conscious. The role player 
before a group becomes ‘“‘sensitized’’ to himself. 

I am fully aware that there are some dangers in using role 
playing, but I feel that each of the dangers can be overcome, and 
any such disadvantages are far outweighed by the advantages of 
using role playing as one of the methods of teaching salesmanship. 


72. “THE CASE AGAINST CLASSROOM 
DEMONSTRATIONS” 


Joseph W. Thompson* 


HERE is no case against classroom demonstrations if the indi- 

vidual instructor’s educational philosophy is to train students 
in ‘Show-to’’ sell. 

Just as typing practice, banking practice, bookkeeping practice, 
speech practice, and a host of other practice courses will enable a 
student to perform his skills in the marketplace, classroom demon- 
strations in selling prepare students to use techniques of salesman- 
ship. We cannot effectively argue that classroom demonstrations 
or classroom practice sessions do not train students in ‘‘how-to’’— 
but we can perhaps question the value of classroom demonstrations 
from other perspectives. We can inquire about the educational 
goalsas wellas the vocationalism aspect of demonstration courses. 
These are precisely the questions currently being raised concern- 
ing the schools of business themselves. For instance, the Ford 
Foundation study on higher education has suggested a re-examina- 
tion of business administration curriculums in universities. 

In general then, the value of the education received by students 
in business colleges at the university level is being challenged. 
More specifically, according to Professor R.A. Gordon of the 
University of California, this attack is along two fronts. He states: 


First, question has been raised regarding the usefulness 
of much of the training being offered in the field of busi- 
ness administration itself. A number of thoughtful ob- 
servers argue that most current undergraduate curricula 
in business administration are not doing what they are 
supposed todo, which is to educate students for personally 
fruitful and socially useful careers in business and re- 
lated types of activity. 


Secondly, growing alarm is being expressed over the ex- 
tent to which purely applied and vocational subjects are 
being emphasized, . .1 


*Joseph W. Thompson, Director, Kellogg Center, Michigan State University. 


1. R. A. Gordon, ‘‘Business Education at the Undergraduate Level,’’ Paper 
presented at University of Denver; April 24, 1954. 
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Assuming that the goals of sales courses and the goals of busi- 
ness schools are generally the same, then we must compare the 
value of ‘‘how-to’’ theory courses in terms of what each might 
contribute to the goals of the business schools. Does a sales course 
developed around the framework of theory or does a classroom 
demonstration-oriented course best educate a student for ‘‘person- 
ally fruitful and socially useful careers in business and related 
types of activity?’’ To contribute toward this objective of the busi- 
ness curriculums should we not aspire to reach new intellectual 
horizons, to enhance the student’s interpretive and analytical 
judgment, and make a student perceptive about the sales field at 
an intellectual level? If we subscribe to this set of values and ob- 
jectives of our sales course, then we must regard the technique of 
classroom demonstration as not as compatible to our goals as 
other subject matter would be. 

If we accept the mounting concern of some educational leaders 
over vocationalism in business administration as having some 
basis in fact, then we form an almost indestructible case for sub- 
ject matter-oriented sales courses. By vocationalism we are re- 
ferring to ‘‘how-to’’ or ‘‘skills’’ courses. Surely we must concede 
that to the extent we teach sales demonstration-directed courses, 
to that extent we teach a skills course. We must recognize that 
the extent of ‘‘how-to’’ or practice sales situations in the class- 
room vary with instructors, Furthermore, we must recognize that 
demonstrations can be used to illustrate some theory. But do not 
sales demonstrations of theory detract—in fact, literally obliterate— 
the abstract value of theory itself? 

We could let our case for subject matter courses rest on our 
previous assumptions. But we would be remiss if we did not men- 
tion the role of leadership that a theory-oriented sales course 
could provide in business schools. Such a course could provide a 
role of leadership in guiding business schools away from the type 
of curriculum content and course content for which they are being 
criticized—this is, over-specialization and developing skills rather 
than education for a role of leadership and decision-making ability 
at a managerial level. 

Sales subject matter courses can set intellectual horizons for 
business schools. Few courses in business administration enjoy 
the pliability and interdisciplinary character of salesmanship. Few 
courses slice as deeply and as widely across the functional areas 
of management as does sales theory. The fund of knowledge that 
can be developed from study in sales theory provides guidance 
pertinent to all areas from personal relations to marketing policy. 

Part of this universal application of sales theory stems from 
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its interdisciplinary character. General psychology, social psy~ 
chology, educational psychology, sociology, anthropology and polit- 
ical science all contribute to sales theory. I might mention at this 
point that the General Electric Corporation has developed a five- 
volume sales course that is heavily interdisciplinary in nature and 
at no place in this course are salesmen asked to give demonstra- 
tions. It is thought a subject matter course will equip the salesman 
for ‘‘situation management,’’ rather than develop salesmen with a 
sort of ‘‘functional fixedness’’ which is all too frequently the end 
result of intensive demonstration training. By ‘‘functional fixed- 
ness’’ I mean the tendency of salesmen todevelop a habitual way of 
using specific tools and techniques of selling—a salesman-oriented 
approach rather than a customer-oriented perspective. 

To illustrate what is meant by an interdisciplinary approach to 
selling and how such an approach permits the development of a 
“‘situation management’’-focused sales force, here is a current 
problem of the ‘*X’’ Manufacturing Company—a national concern, 
Company “X’’ is presently faced with a ‘‘situation’’ brought about 
by a competing firm offering a $6 per unit spiff to retail sales 
people. Company ‘‘X,’’ owing to pressure brought to bear from its 
salesmen force, retaliated with a $2 spiff. Obviously, the retalia- 
tion policy of ‘“‘X’’ was poor marketing and sales thinking. Such a 
policy invalidated the sales strategy that the ‘‘*X’’ Company had at 
hand. The interdisciplinary trained and perceptual salesman would 
have recognized that the concept of ethics from philosophy and sta- 
tus symbols from the broad area of sociology would be most helpful 
in developing a sales strategy for the management of this situation. 

We can readily see the various sales concepts available to 
Company ‘‘X’’ salesmen if the company did not offer a retaliation 
spiff. 

Although we can all see how an interdisciplinary approach 
would have provided the salesmen with a background for situation 
management, not all of us will agree that theory is the only means 
to this end. I am sure that some instructors in salesmanship be- 
lieve that sales demonstrations in the classroom prepare students 
for future managerial leadership roles. But I suggest that it would 
be difficult to combine theory and demonstrations in one course in 
selling not only from a time standpoint, but from a compatibility 
standpoint as well. In our example of the ‘‘X’’ Company we men- 
tioned status symbols and their relationship to the management 
role. Not only is this merely one of many concepts from other 
disciplines that can be used in sales courses, but in addition there 
are more than 20 status symbols related to ‘‘self imagery’’ alone. 

Would time permit the examination of these concepts ina 
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demonstration course? Is it possible in a demonstration course— 
that is, one where students are standing before the class selling 
shotguns, socks, typewriters, insurance, etc.—to illustrate such 
concepts as empathy, ethics, status symbols, perception, set, etc.? 
If we cannot realize the full educational value of these concepts 
through classroom selling, then we must turn to theory, for through 
theory we can aspire to reach intellectual horizons, to enhance the 
student’s interpretive and analytical judgment, and to make a 
student perceptive about the sales field at an intellectual level. 


73. “ENRICHMENT OF THE SALESMANSHIP 
COURSE CONTENT” 


Steven J. Shaw* 


HE teaching of salesmanship is being attacked by certain edu- 

cational and business leaders on the grounds of vocationalism. 
For instance, at the spring meeting of the American Collegiate 
Schools of Business, President Harrington of the Reuben H. Don- 
nelley Corporation advised that salesmanship should be the first 
course ‘“‘to go’’ from the curriculum. 

Critics argue correctly that each company knows the peculiari- 
ties of its sales situation and can traincollege graduates to sell its 
products through on-the-job training much more effectively than 
can the salesmanship teacher in the classroom. However, the 
critics err in assuming the portfolio or manual construction and 
class sales demonstrations are for the purpose of developing 
salesmen. 

In reality, the student is asked to select a product and a pros- 
pect situation and to develop a sales presentation around these two, 
for it is felt that the simulation of a real selling situation in the 
classroom helps to stimulate a revival of interest and learning 
after an eight to ten-week routine of continuous lectures and dis- 
cussions of salesmanship principles and practices. The construc- 
tion of a sales portfolio or manual challenges the student to think 
creatively and to organize material logically. The sales demon- 
stration is the climax of the student’s work and it enables him to 
test his skill at oral cummunications. He explains, answers ob- 
jections, and tries to persuade the questioning prospect that the 
suggested product will improve his situation. As in the case meth- 
od of teaching marketing, an atmosphere of a real business situa- 
tion is stimulated and the learner is motivated to use his imagina- 
tion in solving a series of problems which develop naturally out of 
the selling process. 

There is as little sense in the argument to eliminate portfolio 
construction and sales demonstrations from course content! as 


*Steven J. Shaw, University of South Carolina. 
1. With ever-rising class size, it is frequently impossible to run off all of 


the sales demonstrations in class. The balance, however, can be heard by the 
teacher or a qualified assistant in the office. 
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to ask that the case method in marketing or the practice problems 
in elementary accounting be thrown out because they smack of 
vocationalism and bring the student too close to real business 
situations. 

Teachers of salesmanship and other business subjects have 
always been under the pressure of students who want to know how 
this and how that is done in business. To make courses more pop- 
ular with students, teachers at times may have succumbed to these 
pressures and overemphasized the ‘‘how-to’’ at the expense of the 

Even so, we should proceed with caution in our efforts to bring 
course content into a better balance between the practical ‘‘how- 
to’’ and the scientific ‘‘why.’’ Hasty, ill-considered revisions might 
eliminate teaching techniques and assignments which are effective 
in freeing the student from the monotony of repetitive classroom 
routine. 

However, it is a fact that in terms of content the standard sales- 
manship texts contain approximately 18 chapters—or only slightly 
more than half the number of chapters contained in many other 
marketing texts. Therefore, teachers might profitably enrich 
course content through the use of reading assignments along with 
the practical sales demonstrations. 

A carefully selected list of readings from general marketing, 
psychology, sociology, human relations, and consumer motivations 
could add substance and depth to the salesmanship course. These 
readings should give a student valuable insight into consumer be- 
havior and motivation. 

It is with such an objective that this bibliography of books and 
articles from general marketing, human relations, sociology, ap- 
plied psychology, and consumer motivation has been selected and 
annotated. While human or interpersonal relations is actually a 
part of sociology, a separate human relations classification has 
been set up to include readings which deal specifically with tech- 
niques of working with people~an area of great importance to 
salesmanship theory. Readings from sociology should give the 
student a fuller insight into the origin and development of the pre- 
sent social structure. Just as the aggregate economic approach is 
useful in the study of business fluctuations, so is the sociological 
or aggregate approach valuable to the social scientist in the study 
of group human behavior. 

A number of major contributions to our knowledge of group at- 
titudes and behavior have recently been made by sociologists. For 
instance, Lloyd Warner’s Social Class in America is considered a 
milestone in the sociological approach to the study of consumer 
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motivation. Leading members of the American Marketing Associ- 
ation have hailed Warner’s definitions of the social classes in this 
country ‘‘as the most important step forward inthe social sciences 
in many years,’’ and his class approach is being used with in- 
creasing frequency in market surveys as evidenced by the number 
of articles which are appearing currently in scholarly journals. 

For the student of salesmanship, or general business for that 
matter, a thorough familiarity with the characteristics which dis- 
tinguish the classes should prove invaluable in sizing up prospects 
or business clients. Since professional selling calls for helping 
prospects and customers make intelligent purchases, familiarity 
with the sociological desires as well as the economic needs of the 
various classes should enable the salesman to develop into a more 
discerning merchandise consultant. 

Readings from applied psychology should help the student to 
gain insight into the nature and control of emotions—his own and 
those of others. Also, some of the readings from this group give 
suggestions on such practical topics as how to free one’s mind 
from a negative pattern of thought and establish a positive one. 

By nature, a man tries to excel in one or several areas of hu- 
man endeavor. In most areas, however, he is content to be a fol- 
lower. Study of psychology and human relations can improve both 
the student’s leading and following abilities. Readings from these 
two areas should also help the student ready himself for a possible 
role in a large business organization where there is apt to be much 
pressure for conformity. In addition to knowledge of subject mat- 
ter, success in business today requires the practice of certain 
social skills—the ability to adjust to work environment, the ability 
to put over ideas to fellow-workers, the ability to disagree agree- 
ably, and in a great many instances, the rarer talent or ability to 
mediate and compromise divergent viewpoints. 

Finally, readings on consumer motivation are recommended. 
Here the research is oriented toward consumer behavior in the 
market place. To get at the real reasons for consumer purchases, 
the motivation researcher draws on sociology, human relations, 
and psychology, particularly depth interviewing techniques. Ob- 
viously, findings on consumer market behavior are ofvital interest 
to the theory of salesmanship. 

Other critics argue that in many schools the teaching of sales- 
manship has been neglected, and so the course has degenerated 
into a thin or ‘‘crib’’ course~a popular elective among students 
wishing to raise grade averages. 

Teachers of salesmanship are urged to examine their courses for 
possible weaknesses in content, objectives, or teaching techniques. 
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Several members of the American Marketing Association’s Selling 
Committee have made extensive surveys among teachers, students, 
and business people to develop criteria and standards for meas- 
urement, 

In its historical evolution, salesmanship has passed from a 
craft into a creative science that demands more and more ideas. 
Of these, the shortage is most acute. We may never go back to the 
hard-sell of the pioneer drummer, but we cannot get along without 
the salesman who has his equivalent in ingenuity, courage, indus- 
try, and persuasiveness. ‘The only difference is that now persua- 
siveness must be rooted in knowledge and scientific selling rather 
than in the funny story and engaging grin. 

As personal persuasion, selling is the most important of the 
several dynamic marketing forces responsible for sustaining our 
economy’s stability and growth. A complete understanding of this 
dynamic force cannot be gained from one or two chapters in this 
or that marketing course. 

It is the firm conviction of the Salesmanship Committee that 
once the true values and benefits of the salesmanship course be- 
come widely understood, the criticism will quickly subside, and 
salesmanship will be included as a core subject in every school 
of business administration. 


F. New Techniques and Teaching 


Methods in Marketing Research 


74. “STUDENT INVOLVEMENT” 


Ralph L. Westfall* 


66Q"TUDENT involvement’’ is now a popular and widely-accepted 

teaching device. I believe in it. Involvement is a great aid 
to the learning process. The greatest problem encountered in at- 
tempting to gain student involvement is that of finding practical 
ways of involving students in the subject matter of a particular 
course. Marketing research, as a subject, probably encounters 
less of this difficulty than most other subjects in the curriculum. 
Partly as a result of this ease of involvement, the technique has 
been widely used in marketing research classes since they came 
to be a standard part of marketing curricula. While I’ve made no 
survey, I would guess that the vast majority of marketing research 
classes in the United States now have as an integral part, a re- 
search project which is a student involvement project. Many of 
the ‘‘new techniques,’’ especially those that usually go under the 
heading of motivation research, lend themselves particularly well 
to this sort of thing for several reasons: 


1. Small samples are common. 

2. Samples are less rigidly controlled than in other 
types of studies. 

3. The teaching aids needed are readily available. 


One example with which I have had good luck is a TAT type of 
study on power lawn mowers. It serves to illustrate what can be 
accomplished with the TAT test and also illustrates a number of 
the principal problems. This TAT test is part of a motivational 
study originally done for an advertising agency by a research firm 
which specializes in motivational work. The agency made the ma- 
terials available to us, i.e., the TAT pictures, the words for word 
association, the sentences for completion, and the report prepared 
by the research firm. 


*Ralph L. Westfall, Professor of Marketing, Northwestern University. 
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In the actual study done by the research organization, respond- 
ents were shown, among other things, a picture of two men mowing 
their respective lawns and stopping to converse over the fence be- 
tween the two yards. One of the men was using a power mower 
while the other had a hand mower. Respondents were asked to tell 
a story about the picture. We tried the same thing in the class- 
room. The picture was set up and each student was asked to write 
a story about it without discussion with any of the other students. 

One procedure, then, was to have each student, in turn, read 
his story. It was necessary to insist that each student read pre- 
cisely what he had on his paper, word for word. Otherwise, many 
students would begin to abbreviate and interpolate their stories to 
essentially the same thing as that already given by someone else. 
As each story was read, it was discussed as to what it might in- 
dicate about the writer’s attitude toward lawnmowers generally and 
power mowers in particular. After all or a number of such re- 
ports were given, generalizations were attempted in terms of the 
general pattern of stories and attempts were made to develop 
policy recommendations on the basis of such generalizations. 

A better procedure is to take all of the stories told by the stu- 
dents and have them mimeographed. At the next session of the 
class, each student is given a copy of all the stories, for the fol- 
lowing session, told to prepare an analysis of all the stories. 

What does such a class project show or contribute to an under- 
standing of the motivational techniques involved? First, it im- 
presses the students with the varieties of ideas that come out of 
such a process. Every student ends up with some ideas about 
power mowers that he didn’t have before. Most of the other things 
that it serves to point up are of a negative type. Typical motiva- 
tion research reports have a number of respondent stories quoted 
verbatim. These usually are rather long paragraphs and have a 
number of points that suggest definite attitudes toward the subject 
at hand. The report on the power mower had several such para- 
graphs. For example: 


The man with the power mower is bragging on how 
fast he mowed his lawn, and he is not the least bit tired. 
The tired looking man says he would like a power mower 
too, but that he has to make payments on his home, a car, 
and anyway his wife says that they don’t need one because 
he does all of the mowing and he needs the exercise any- 
way. But one of these days when he gets out of debt he is 
going to start looking around for one, if they’re not too 
expensive. 


f 
1 
d 


514 ADVANCING MARKETING EFFICIENCY 

It is interesting to read these to the class after they have cop- 
ies of those prepared by themselves. It seems safe to assume that 
the college students are probably more articulate than a cross 
section of the general public, yet most of the student stories are 
very short and comparatively barren. The following indicate the 
general type: 


1. I’d rather play golf. 

2. The only time they see each other is when they cut 
the grass so they say hello. 

3. The grass seems to keep growing, probably crab 
grass. 

4. Two men in a suburb are mowing grass. 


The class can then discuss why their stories seem to be so 
much less suggestive than those reported by the commercial re- 
search firm. One possibility is that the research firm reported on 
the few stories that did have something to them—stories that were 
atypical rather than typical. Another possibility is that the field 
workers in the commercial project did some probing or encourag- 
ing to get the respondents to expand their stories. This, of course, 
raises the question of interviewer bias. To test the possible ef- 
fects of such bias, a class was separated into two parts in differ- 
ent rooms. In giving the instructions to one group, the instructor 
said, ‘‘One man, for example, may be saying, ‘let’s quit and have a 
beer.’’’ More than half of the stories from that group mentioned 
beer one way or another while not one of the other group did. This 
made the problem of interviewer bias quite apparent to the stu- 
dents. 

Problems of interpretation are also brought home. The wide 
variety of interpretations brought in by the students brings out the 
subjective nature of such interpretations and also the importance 
of using trained interpreters. Direct comparisons of different 
student interpretations with each other and with those made by the 
commercial research firm bring out dramatically how easy it is to 
jump to conclusions on the basis of just one respondent’s story. 
The research firm, for example, concluded in this case that: 


Being a rather expensive tool, power mowers must be 
cared for and watched over to a much greater extent than 
hand mowers. People talk about these machines in a very 
possessive way: they say that they would be glad to lend 
a hand mower to a neighbor, but would certainly hesitate 
doing this with a power mower. ‘‘The neighbor on the left 
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(with the hand mower) is tired out from pushing his lawn- 
mower, and he is wishing that the neighbor on the right 
(with the power mower) will offer to lethim use his power 
mower. With a smile on his face the power mower owner 
is waiting to be asked for his power mower. And when 
the neighbor does ask him he is going to tell him, ‘No, go 
buy your own power mower.’ ’’ 


After trying this picture with more than 200 students, we have 
never had a story that suggested such a reaction; on the other 
hand, in every class there will be several stories which say the 
neighbor with the power mower tells the other man to wait until he 
has finished and then to use his power mower since it is much 
easier. 

Further interesting discussions can be developed by comparing 
as groups the stories told by students who have used power mow- 
ers with those told by students whose families do not have power 
mowers. Even more interesting is a comparison of the interpre- 
tations made by these two groups. 

After spending some time working with TAT type material such 
as the above, I’ve found it interesting to try the semantic differen- 
tial approach to the same problem. Using the ideas developed in 
the TAT stories, the student set up opposing words that may de- 
scribe attitudes towards power mowers: 


expensive cheap 
noisy quiet 
easy hard 
dangerous safe 
complicated simple 


The students act as respondents again and then tabulate the re- 
sults. Each student interprets the data. Comparison with the in- 
terpretations of the TAT data and comparison of different student 
interpretations bring out the advantages and limitations of this ap- 
proach to that of the TAT. 


75. “THE CLASS PROJECT IN TEACHING 
MARKETING RESEARCH” 


Kenneth R. Davis* 


[ teaching marketing research, most of us would agree on cer- 
tain objectives for the course. We would all stress such things 
as the ability to recognize and define problems, skills in inter- 
preting and analyzing results, the ability to use techniques appro- 
priate to particular problems, and familiarity with types and 
sources of data. Coupled with these broad objectives would be 
some minor ones such as developing skills in report writing. The 
means by which we might accomplish these objectives, however, 
are not so clear-cut. Certainly all of us would emphasize the im- 
portance of a careful study of some basic book on marketing re- 
search methods. It’s when we go beyond this point, however, that 
we must choose from several alternatives. Should we supplement 
a basic marketing research book with cases? With problems? 
With a class project? Or, finally, with supplementary readings in 
professional journals and trade magazines? Dave Luck, in the 
April, 1952, issue of the Journal of Marketing, reported the fol- 
lowing use of supplementary materials: He surveyed 17 univer- 
sities and found that 14 used the class project as a supplement; 11 
used problems; 12 used cases and 6 used some supplementary 
reading material. Obviously, from these statistics, there is dupli- 
cation in the use of these supplementary materials. Some instruc- 
tors were combining the use of problems and a class project; or 
cases and supplementary readings. Nevertheless, it is interesting 
to note that the class project stood out as the most frequently-used 
supplement to a basic textbook. 

Why is there this attraction to the class project? Luck has 
suggested that it is primarily a belief that the value, limitations, 
and techniques of marketing research can best be understood by 
endeavoring to apply them in a specific situation, Certainly it was 
with this thought in mind that we at the Tuck School undertook for 
our marketing research course a rather ambitious project several 
years ago. After we’ve had a chance to look at the nature of this 


project, we might come back to the basic question: Should we 


*Kenneth R. Davis, Professor of Marketing, Dartmouth College. 
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supplement a basic textbook with a class project in the teaching of 
marketing research? 

By way of background, the Tuck School and Dartmouth College 
are located in Hanover, New Hampshire. This is an isolated com- 
munity of less than 5,000 people. Our students in the marketing 
research course are all graduate students, and the course usually 
has from 10 to 20 students—all male. Because of our small size 
and location, the use of term projects in the marketing course 
poses special problems. It is not easy for us to work with people 
in industry and certainly studies that involve talking to retailers, 
wholesalers or manufacturers are, by and large, outside our scope. 
Nevertheless, in the fall of 1955, we undertook a project sponsored 
by the Toilet Goods Association, a trade association representing 
the principal soap and cosmetic companies in the country. The 
Association gave us a very sizable grant for the out-of-pocket 
costs of our research, asking only that the research should be of 
interest to their members. The results of our research were to 
be published in the form of student essays, the better essays to be 
awarded cash prizes. 

After some exploratory discussion with members of the trade 
association and the students in the class, a subject for the class 
project was selected. This turned out to be an analysis of ‘‘Col- 
lege Women’s Attitude Toward Cosmetics.’’ Selection of this 
project hinged on a number of considerations. Cosmetics, includ- 
ing such products as lipstick, powder, mascara, eyebrow pencil, 
rouge and eye shadow, were products made by a large number of 
the firms in the association, and therefore any results obtained 
would have reasonably widespread interest. Since our school is 
located near a number of girls’ colleges it would be feasible for 
the students to make personal interviews with a minimum expendi- 
ture of time and money. 

Finally, to satisfy the educational needs of the students, the ap- 
proach to be used was to be one which would stress the use of dif- 
ferent techniques of marketing research. Obviously, we had little 
or no interest in cosmetics data and felt, furthermore, that the 
limitations of our sample would likely lead to data of limited value 
to the companies in this trade association. The techniques, how- 
ever, could be of interest to all firms. Accordingly, the class of 
21 was divided into groups of 7. Each of these groups was given 
the assignment of developing research techniques designed to test 
certain specific overall hypotheses that had been established by 
the class as a whole. A few of these hypotheses were as follows: 


1. The goal of college girls in wearing make-up is to appear 
natural, which means that others will not notice that they are 
wearing make-up. 
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2. College girls are unsure whether they have attained the 
natural look, 

3. College girls want more information about the use of make- 
up. 

4. In the use of make-up, college girls seek conformity rather 
than individuality. 

5. It is a greater error for a girl to wear too much make-up 
than too little. 

6. The proper application of make-up is important in the col- 
lege girl’s goal of appropriate personal appearance. 

7. The time required to apply make-up effectively explains why 
some girls use less than what they consider ideal for a good make- 
up job. 

8. Many college girls either do not use make-up or do not use 
enough make-up because they do not know how to use it properly. 

9. The excessive use of make-up has a connotation of cheap- 
ness among college women. 


Using these same hypotheses, each of the three groups was 
given an opportunity to use a specific research technique of their 
own choice. Thus, the first group elected to use a mail question- 
naire sent to a national sample of college: women utilizing fairly 
standard consumer survey questions. This group pre-tested its 
questionnaire at a nearby girls’ college and followed up with a 
random sample of 1,000 questionnaires sent to girls in 8 schools 
across the country. It is interesting to note that this questionnaire 
was two pages long, asked a number of fairly personal questions, 
and achieved a final rate of return of 55%. 

The second group, using the same objectives, sought its infor- 
mation through the use of what has sometimes been called the 
Group Focus Method, or the Group Discussion Method. Using tape 
recorders, they visited a number of girls’ colleges and interviewed 
several groups of six to eight girls on the subject of their attitudes 
toward cosmetics. This technique was also pre-tested before final 
interviews were made. 

The third group, again using the same objectives, elected to 
use personal interviews using a few of the standard survey ques- 
tions but with primary emphasis on certain projective techniques 
which are currently popular under the heading of motivation re- 
search. They constructed sentence-completion tests, word-asso- 
ciation tests, cartoon tests, and a shopping list test. These, too, 
were all pre-tested before final interviewing took place at several 
girls’ colleges. This group ultimately made 262 personal inter- 
views. 
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This group felt that even with their inexperience they were able 
to make some use of the projective tests. They encountered many 
difficulties and certainly became very appreciative of the role of 
interpretation in using these techniques. One incident of interest 
was the shopping-list test. They made up a list of six items, five 
of them identical and including Kleenex, bottle of ink, pair of ny- 
lons, toothpaste, lipstick~—the sixth item on one list was eyebrow 
pencil—an uncommon cosmetic item—and on the other list, face 
powder—a common cosmetic item. It was their hope that, after 
the pattern of Mason Haire’s study of Nescafe, they would be able 
to get descriptions reflecting the variation of these two items. Un- 
fortunately, the bottle of ink item and the pair of nylons on the list 
were about all their respondents wanted to comment about. To 
these college girls the bottle of ink was a symbol of a studious girl 
and the purchase of a pair of nylons rather than several pair was a 
sign of poor judgment—waste! 

These students felt that they had greater difficulty in using 
sentence-completion tests and word-association tests than the 
cartoon pictures. On the latter, incidentally, the artist in the 
group had one picture of a girl sitting at a dressing table obviously 
putting on lipstick and her face was sketched in such a manner that 
her lips were quite prominent. The question posed with the pic- 
ture was ‘‘What is she thinking?’’ Responses invariably came 
back, ‘“‘I’ve got too much lipstick on.’’ To overcome this the artist 
re-drew the cartoon with only the girl’s back showing as she sat at 
the dressing table. This picture elicited a variety of responses— 
some of which probably would not have come out in a straight- 
forward approach. For example, 7% of the respondents indicated 
concern over facial defects they hoped the make-up would over- 
come. 

As you can well imagine, conducting a class project of this 
scope was a man-sized task. Indeed, certain aspects of such re- 
search are clearly beyond the capacity of students who are being 
introduced to the subject for the first time. Perhaps this difficulty 
that one encounters when conducting research of this sort is one 
of the great benefits of the class project as a supplement to a 
straight textbook approach. Certainly this group of students de- 
veloped a healthy respect for some of the basic techniques of mar- 
keting research as well as the more mundane problems of admin- 
istering, interviewing, tabulating, coding and classifying the results 
of surveys. Obviously, it was necessary for them to do a consid- 
erable amount of reading over and above whatis found in a conven- 
tional marketing research textbook during the course of the term. 
Interviews with members of the psychology department of the 
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college were made, as well as with research and top management 
personnel in a cosmetic firm. One suspects that the class as a 
whole was able to learn some things about marketing research that 
they would never have learned without the pressure of trying to 
utilize these varying methods ina given situation. Our answer to 
the question posed earlier, ‘‘Should we supplement abasic textbook 
with a class project in teaching marketing research?’’ is ‘“‘Yes.’’ 

At the same time, however, there are some difficulties en- 
countered when using a class project in teaching marketing re- 
search, 


1. There is a tendency to over-emphasize the survey technique. 

2. Research problems are frequently related to a particular 
product or service and, to that extent, may reflect research prob- 
lems peculiar only to that product or service. 

3. It takes considerable coordination to run a large-scale proj- 
ect within the limits of the time usually allotted in a single course. 

4. For some students a lack of interest in the particular prod- 
uct or type of research, may tend to kill their interest in this sub- 
ject area. 

5. If it is a large scale project it is usually necessary to have 
some financial aid to cover out-of-pocket costs. However, the 
sponsoring organization frequently expects something in return 
and there is always the danger that the results of student research 
are presumed to be of professional caliber. 

6. But, the most basic criticism, is that a considerable amount 
of student time is consumed with details which might better be 
used studying the many and diverse techniques and applications of 
marketing research. 


Despite these limitations, we have had a happy experience us- 
ing class projects as a supplement to the readings in a basic mar- 
keting research book. Currently, we are wondering about the 
feasibility of a study of the skiing market for SKJ Magazine, which 
is published in Hanover. Perhaps here the product as well as 
techniques will be of interest to the students at Dartmouth College. 


G. Curriculum Construction in 


orelon Marketing 


76. “OBJECTIVES AND CRITERIA FOR BASIC 
COURSES IN FOREIGN MARKETING” 


William Lazer* 


HE fundamental considerations of objectives and criteria for 

basic courses will be considered briefly. The consideration of 
the teaching of foreign marketing may be as crucial an academic 
area aS any being investigated at this AMA Conference. The 
teaching profession is currently faced with the task of infusing an 
international dimension into university-level marketing courses. 
As marketing teachers, the job of developing and extending course 
offerings in this area is a challenging one. 

A fundamental fact in American marketing is that the United 
States is now permanently committed to an increasingly more ac- 
tive interest in the business affairs of nations throughout the 
world. We cannot afford to be myopically domestic. We must 
recognize the significance of foreign marketing in our relations 
not only with European countries but with such areas as Africa, 
the Asiatic countries, the Middle East, and Central and South 
America. The latter group will have a tremendous impact on fu- 
ture foreign marketing climates. 

For many years the U. S. has been engaged in a cold war. This 
is not merely a political struggle but is now taking on more of the 
emphasis of an economic war. The leadership of the world is 
being challenged on an economic basis. It is no longer merely a 
matter of shipping U.S. capital abroad, but rather one of shipping 
capitalism abroad. In this setting, foreign marketing indeed oc- 
cupies a prominent position, 

Basically, what all this means to marketing teachers is that the 
perspective and framework in which the discipline of marketing is 
developing has changed radically in the past fifteen years. It has 
undergone a change which emphasizes the increasing importance 
of international horizons. Every indication suggests that this for- 
eign dimension of marketing will take on even greater significance 
in the future. 


*William Lazer, Professor of Marketing, Michigan State University. 
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These shifts of emphasis present a resounding challenge to be 
met by marketing teachers in planning and implementing market- 
ing curricula. They indicate that in teaching marketing we must 
change our concept from that of a total domestically-oriented sub- 
ject matter area to one which includes the important international 
elements. To meet this challenge is certainly no easy task. It can 
also be pointed out that other disciplines, including economics, 
political science, and anthropology have achieved much more suc- 
cess in stressing the international dimension. By adding the for- 
eign dimension to the marketing and business curricula, the teach- 
ing task becomes much more complex. The subject must deal with 
the forces of heterogeneous cultures and economic environments. 

The very scope of this task makes it impossible to deal inten- 
sively with foreign marketing in all countries. The achievement of 
an effective approach to such a heterogeneous subject is a very 
difficult problem to solve. 


Objectives and Purposes 


Course developments in foreign marketing have been lagging 
behind those of other marketing areas. Marketing teachers per- 
haps have not faced up to their responsibility. The following dis- 
cussion of objectives and criteria for basic courses is an attempt 
to direct thinking to the task of meeting this responsibility more 
effectively. 


SURVEY OF PRESENT COURSE OBJECTIVES 


To obtain useful information concerning specific course objec- 
tives and the criteria being used in basic courses, two approaches 
were adopted. First, a mail survey was conducted among teachers 
of foreign marketing. Then, to supplement this information, per- 
sonal interviews were held with various people who have been in- 
volved in foreign teaching assignments. 

In large measure, therefore, this is a report based on the re- 
sults and experiences of others. I would especially like to ac- 
knowledge my debt to those who contributed so generously by 
answering the questionnaire and participating in the interviews. 

The survey undertaken was not conducted on any scientific 
sampling basis. Nor was it designed to yield statistically veri- 
fiable data. Rather, it was conducted more in the nature of an 
exploratory and preliminary type of investigation. 

It was composed of a sample of 40 teachers representing geo- 
graphically-scattered large and small schools. The sample was 
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selected from the respondents to the questionnaire sent out by 
Peter King in 1955 in his survey of Teaching Practices and Prob- 
lems in Foreign Trade Courses. Of the 40 teachers in the sample, 
25 replied to the questionnaire. Nineteen of these responses of- 
fered relevant and useful information. 

The specific questions asked were: 


1. What are the specific objectives of courses in foreign mar- 
keting offered by your institution? 

2. What difficulties have you encountered in meeting your ob- 
jectives? 

3. What criteria do you feel should be used in determining the 
content of a basic course in foreign marketing? 


It is difficult to content-analyze precisely the variety of an- 
swers received to these open-end questions. It is equally difficult 
to arrive at unambiguous and meaningful classifications. Never- 
theless, it appears that the specific objectives of courses ia for- 
eign marketing being taught by the respondents fall into five main 
categories: 


1. To describe various aspects of marketing functions and in- 
stitutions involved in foreign operations. 

2. To develop the practical or ‘‘how-to-do-it’’ side of foreign 
marketing. 

3. To present the broad international economics approach to 
the study of foreign trade. 

4. To deal with managerial marketing aspects of foreign oper- 
ations. 

5. To study specific foreign countries or regions. 


THE DESCRIPTIVE APPROACH 


[he descriptive approach, which is similar to that adopted in 
many of the principles of marketing courses, is designed to de- 
scribe the activities and middlemen involved in international mar- 
keting. It is basically an informational approach with the objective 
of giving students a detailed survey of selected aspects of foreign 
marketing. Some of the statements concerning objectives falling 
into this category may be paraphrased as follows: ‘‘To acquaint 
students with local institutions, facilities, and firms engaged in 
foreign marketing;’’ ‘“‘To familiarize students with basic world 
trade structures;’’ ‘‘To describe the channels of distribution and 
export-import organizations available;’’ ‘‘To analyze some of the 
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major functions involved in selling abroad, including advertising, 
sales promotion, finance, and pricing;’’ ‘“‘To familiarize students 
with the leading products of US and foreign countries.’’ 


VOCATIONAL EMPHASIS 


Perhaps, not surprising is the observation that the majority of 
the Universities reporting emphasized the practical side of foreign 
marketing. The approach adopted is that of a vocational or ‘‘how- 
to-do-it’’ type of course. It includes the viewpoint of providing 
immediately useful information concerning the types of documen- 
tation necessary to engage in foreign importing and exporting, the 
procedures involved, and the specific functionaries which may be 
used. The emphasis appears to be one which stresses exporting to 
other countries, rather than importing to the U. S. and marketing 
foreign products domestically. 

Among the stated objectives which fell into this category were: 
‘“‘to familiarize students with the procedure and documentation;’’ 
“to make students useful exporters;’’ ‘‘essentially a vocational 
emphasis;’’ ‘‘to stress the practical aspects of marketing;’’ ‘‘to 
develop an ability on the part of the student to analyze and evaluate 
relevant shipping, government and financial documents;’’ ‘‘to ex- 
amine the documents needed in foreign trade;’’ ‘‘a how-to-do-it 
approach on as realistic a base as possible;’’ ‘‘to familiarize stu- 
dents with financing exports and imports and the documentary 
procedures.’’ 

These two objectives, the description of marketing functions 
and institutions, and the vocational or how-to-do-it emphasis make 
up the bulk of the replies. They indicate the major orientations 
now being adopted in teaching basic foreign marketing courses. 


OTHER APPROACHES TO BASIC COURSE DESIGN 


By way of contrast, courses having as their objectives the em- 
phasis of managerial decision-making in foreign marketing en- 
vironments, or the detailed study of specific countries or foreign 
regions were mentioned by relatively few respondents. More 
Universities were actually interested in achieving a theoretical 
economic approach—a macro approach to the consideration of in- 
ternational marketing—than in adopting a marketing management 
orientation to the study of the subject. 


| 
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BARRIERS TO PRESENT COURSE OBJECTIVES 


An interesting sideline to this matter of objectives emerges 
from the answers received to the question concerning the difficul- 
ties in meeting stated objectives. Most of the replies referred to 
the lack of suitable text books in the field. Some of the responses 
were: ‘“‘No suitable texts available;’’ ‘‘No good text;’’ ‘Locating 
an appropriate text;’’ ‘‘Text not available;’’ ‘‘Text I am using 
needs revision and supplementary material;’’ ‘‘No text is ade- 
quate;’’ ‘‘No text which is able to meet the objectives of the course 
—they do not approach the course from a business administration 
viewpoint but tend to stress the economic theory too heavily.’’ 

These replies suggest that an excellent opportunity exists for 
the revision of current textbooks and the preparation of new ones. 

In addition to the lack of suitable textbook materials, other 
barriers to achieving objectives are: the lack of up-to-date cases 
and supplementary materials, the need for more scholarly re- 
search, the need of developing teaching material bearing on the 
marketing viewpoint in foreign marketing, and the necessity of 
developing more substantive materials. 


INTERVIEWS WITH EDUCATORS TEACHING ABROAD 


The second aspect of my exploratory investigation was that of 
conducting detailed personal interviews with people who were in- 
volved in educational programs abroad. As most of you probably 
know, Michigan State University is engaged in a comprehensive 
program of international education. People on campus have been 
involved in projects in such countries as Okinawa, Japan, Viet 
Nam, Columbia, India, England, the Philippines, Germany, and 
Brazil. The most direct relationship to the marketing area con- 
cerns the School of Business Administration which we have been 
sponsoring in Sao Paulo, Brazil. 

Teachers who returned from foreign assignments were inter- 
viewed to obtain their ideas as to criteria which might be followed 
in designing courses with international dimension. Most of these 
people were not business administration or marketing specialists. 
Many of them were engaged in teaching such related disciplines as 
economics, agricultural economics, sociology, and education. 
While most of them did not have a deep insight into the marketing 
aspects in particular, they were able, nevertheless, to provide 
general criteria for ‘‘foreign courses.’’ The relevant ideas were 
then adapted to a marketing focus. 
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CRITERIA FOR BASIC COURSE CONSTRUCTION 


As a result of these investigations, the following criteria are 
suggested guides for the basic course in foreign marketing: 


1. The basic course in foreign marketing should not be consid- 
ered as just another bit of specialization within the marketing 
area. Rather, it should be conceived of as an integral and basic 
component of the marketing curriculum. 

They should be designed to infuse an international dimension 
into the total offerings in business administration and to make fu- 
ture administrators aware of the significance and importance of 
the role of international marketing. A coordinated relationship 
should be developed between domestic and foreign marketing 
courses and between foreign marketing and other business admin- 
istration subjects. 

2. An emphasis should be placed on subject matter that per- 
tains directly and substantively to the marketing area. The basic 
foreign marketing course should not be one which merely empha- 
sizes international economic theory. Courses which go no further 
than stressing such concepts as comparative cost advantages, bar- 
riers and tariffs, balance of payments, exchange controls, dump- 
ing, and so on, may not be giving the student the perspective which 
is required, 

In the basic course, international economic tools should be 
used as a means of understanding and solving international mar- 
keting and business problems. The broader aspect of considering 
the macro-economic point of view, and of the discussion of eco- 
nomic theory per se should be left to courses in international 
economics. 

3. Detailed studies of the marketing operations of one foreign 
country or region is undertaken in some basic courses. By im- 
mersing the student in a culture which is much different from his 
own, he may develop a perspective by which he is better able to 
perceive other foreign marketing systems and also achieve a new 
perspective for American marketing. This is highly desirable. 

However, the fundamental task of developing more general 
course materials relevant to the study of comparative marketing 
systems might be attempted. Perhaps through basic research a 
spectrum of foreign marketing systems could be evolved. It might 
even be possible to construct models of foreign marketing systems 
which would be useful for teaching purposes even though they are 
not precise models of the real world. 

While such a project would involve the performance of 
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fundamental research in considerable depth, it might also uncover 
more general tools by which students could analyze and understand 
foreign marketing systems. It could add substantially to the basic 
course in foreign marketing. 

4. While the descriptive approach to foreign marketing is 
widely used, it might not be the most effective teaching vehicle. 
From the student’s point of view it may not be the most interesting 
learning procedure. The very scope and heterogeneous nature of 
the materials preclude adequate descriptions of all aspects. 

Perhaps a more analytical orientation should be used and an 
increasing emphasis placed on the managerial aspects of foreign 
marketing. This might prove to be fruitful and would parallel cur- 
rent developments in the principles of marketing courses which 
are now adopting the marketing management orientations. 

5. This course should not merely become a trade course. 
While some consideration must be given various operational 
phases of foreign marketing, this narrow approach should not be- 
come the total focus for the course. The study of various types of 
documents involved in foreign trade, the shipping, packaging, for- 
warding, and insurance aspects, or the description of practical 
operations of intermediaries should not receive the total emphasis. 

A fundamental question which arises in this regard is what 
types of training should be offered on the job and what topics are 
suitable for inclusion in university courses? It depends on mar- 
keting teachers to delineate those aspects which have academic 
content and to make them the focal point for the basic course in 
foreign marketing. 

6. Rather than just adopt trade orientation the course should 
furnish students with a framework for understanding marketing 
operations in foreign economic and cultural environments. Stimu- 
late students so that they will have a desire to understand other 
cultures and to be concerned about them. In this basic course on 
foreign marketing we should try to inculcate a willingness and in- 
terest on the part of students to understand the foreign marketing 
climates. 

7. Implicit in the above statements is the suggestion that in the 
basic course in foreign marketing we should try to evolve and 
teach useful marketing theories. Materials should be developed 
beyond the stage of description. Concerted effort shouldbe direct- 
ed to the task of formulating theories which are useful in reaching 
decisions concerning foreign marketing operations. 

The course can achieve a blending of both marketing theories 
and principles and the practical features. Indeed, it is difficult to 
determine the proper balance between them. However, at present 
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many of the basic courses appear to be ina state of imbalance, 
Too much attention is being paid to the vocational aspects. In the 
future, more weight could be given to theoretical and fundamental 
foreign marketing considerations. 

By adopting this focus the course would become more substan- 
tive in nature. It would not emphasize details which are either 
transitory or relatively insignificant. Attention would be directed 
to an understanding of basic fundamentals. 

8. The basic foreign marketing course might benefit by adopt- 
ing an interdisciplinary focus to the study of international market- 
ing. It could build on, and supplement, the investigations and find- 
ings of other subjects, including related business administration 
disciplines. The findings of economics, political science, soci- 
ology, and anthropology, which have gone further in studying the 
foreign dimension than marketing has, should prove useful. 

The interdisciplinary approach per se does not automatically 
provide great insight into marketing problems. However, if it is 
organized around the core subject of foreign marketing, then we 
may use these findings to gain a focus and a perspective for inter- 
national marketing problems. 

9. The course should not be designed so that it only considers 
or emphasizes European countries. This is often the most entic- 
ing route for teachers to follow. Nevertheless, it is apparent that 
in the future other geographic regions will play a more important 
part in foreign trade. Since the students are being trained for fu- 
ture careers in administrative positions, or becoming aware of the 
future climate for international marketing, it would be well to con- 
sider the developments in some of the Asiatic, South American, 
Middle East, and African countries. 


Summary 


This talk was not intended to be a comprehensive treatment of 
either the objectives or criteria for basic courses in foreign mar- 
keting. Some of the thoughts expressed may be quite idealistic. 
These ideas are merely offered as suggestions. 

It seems fairly safe to say that as marketing teachers we have 
not been facing up to the responsibility of developing the interna- 
tional dimension of marketing courses. This aspect should re- 
ceive increasing attention. The development of this subject could 
be focused by encouraging basic research, fostering the adoption 
of an interdisciplinary and managerial approach to the study of 
foreign marketing, and recognizing the key position of the interna- 
tional dimension in the marketing curriculum. 
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The basic course should not be considered merely as a course 
for specialists. It should become one of the fundamental courses 
for marketing majors. Our students should become aware of the 
responsibility of American businessmen to the marketing scene of 
the rest of the world. 

If world peace is the objective, then it seems international 
marketing has a very significant role to play. For as John Stuart 
Hill wrote in his Principles of Political Economy. 


‘It is commerce which is rapidly rendering war obsolete 
—the great extent and rapid increase of international 
trade, in being the principal guarantee of the peace of the 
world, is the great permanent security for the uninter- 
rupted progress of the ideas, the institutions, and the 
character of the human race.’’ 


It is in this context of aiding in human progress throughout the 
world that the challenge facing teachers in developing adequate 
courses in foreign marketing becomes a most crucial one. 
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77. DISCUSSION OF “CRITERIA AND 
OBJECTIVES FOR BASIC COURSES 
IN FOREIGN MARKETING” 


Eric Schenker* 


N discussing Professor Lazer’s paper and the criteria and ob- 
l jectives for basic courses in foreign marketing, it is helpful 
first to quote some of Professor Kellar’s remarks made at last 
year’s meeting. ‘‘In the matter of the semantics of Foreign Trade, 
Foreign Marketing and International Economics,’’ Professor Kel- 
lar said that ‘‘the discipline should be called International Trade. 
All facets of the field are coming more and more to the realization 
that the word ‘foreign’ has no place in the field. In fact, many 
banks, business organizations and governments are using ‘inter- 
national’ in the place of ‘foreign’. Marketing is one phase of inter- 
national trade. As to international economics, even those who 
have written texts in the field concede that economics supplies the 
basic tools to be used in international trade.’’ 

As an economist I am in agreement with the above statement, 
especially with the section, ‘‘economics supplies the basic tools to 
be used in the study of international trade [ or marketing].”’ Keep- 
ing this thought in mind, Professor Lazer did a fine job and should 
be commended for obtaining a great deal of information concerning 
the course objectives and criteria being used in establishing for- 
eign marketing courses. My only objection is that he did not em- 
phasize the basic tools necessary for any student in an area of 
applied economics, It is important to remember that it is possible 
to provide adequate training in economics without formal training 
in business subjects. The reverse, however, is not true. Ade- 
quate training in the field of business requires a background of 
economics if the graduate is to understand the economic milieu of 
which business is an integral part. 

In other words, economics is one of the basic tools to be used 
in International Marketing courses, Students of International Mar- 
keting or, for that matter, students in any field of business need 
such additional tools as statistics, accounting, a good command of 
the English language, and if possible the knowledge of a foreign 


*Evic Schenker, Assistant Professor of Economics, Michigan State University. 
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language. With these tools the student can master any applied 
area in a short time. 

Last summer during a six-week visit with DuPont in Wilming- 
ton, Delaware, I asked the personnel men of the various depart- 
ments what they were looking for ina college graduate. The an- 
swer in most cases was that they are looking for a college graduate 
who has the willingness to learn and work. It was brought to my 
attention that too many college graduates think they are specialists 
and experts and refuse or are reluctant to start at the bottom of 
the ladder. The following remarks from personnel people empha- 
size the same thought: 


“‘They (college graduates) should approach any new 
job with considerable humility and allow their employers 
to teach them the things that the employer wants them to 
know about his business, his method of conducting busi- 
ness, and general managerial and administrative prac- 
tices.’’ 

‘‘A good many students, having taken a course with 
some fine name, feel that they are definitely specialists 
who ought to be able to walk right into top-flight jobs and 
who resent the fact that they are not welcomed with open 
arms.’’ 

‘Many college and university graduates feel that they 
should step into employment at a very much higher level 
than those who have not had such advantages. . .’’! 


These statements all add up to the fact that most businesses 
are looking for employees who have potential executive ability, 
and are willing to learn about the business. It is easier to traina 
man in any field of business if he has a good knowledge of the 
basic tools. Now, I do not want to leave you with the impression 
that there is no need for any student to study applied areas such 
as foreign marketing. On the contrary, they should be included if 
the student is interested but the student should only be allowed to 
take these courses after he has mastered the basic tools. 

In conclusion, it is the job of a university to provide a student 
with tools that will enable him to adapt himself to the world in 
which we live. As we train students in Foreign Marketing, let us 
not forget the importance of economics, statistics, accounting, 
English and foreign languages. 


1. Pacific Northwest Business, June, 1957. 
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78. “NEW CONTENT NEEDED IN FOREIGN 
MARKETING COURSES” 


William R. Hoskins* 


S a result of the upsurge in overseas investment by new firms 
during the past decade, the need for more information about 
international operations become obvious. Reports from people 
presently controlling these newly founded enterprises indicate that 
they learned from their predecessors or the hard way. Because of 
their own experiences, these managers would certainly welcome a 
flow of potential replacements with at least an academic foundation 
for an international business career. Also, in today’s rapidly 
shrinking and divided world, student interest in international af- 
fairs and the government foreign policy objectives of cooperation, 
understanding, and support parallel those of the business man. 

If these practical and noble reasons indicate a need for people 
academically trained in international business operations, and if it 
is agreed that a proper and feasible place for such training is a 
university, then it follows that some alterations in educational of- 
ferings should be established to meet this demand. The changes 
could take the form of a new curriculum, new courses, modifica- 
tions of present courses or a combination of the three. 

In providing a new curriculum, a school needs to define ex- 
plicitly what background a person should have, measure these 
needs against the available courses, and fill any deficits by alter- 
ing existing courses or offering new ones. Tospeculate a moment, 
a program in international business might include some coverage 
of areas such as international finance, international economics, 
international law, economic development theory, history, literature, 
comparative government, and generally courses which would give 
insight into foreign cultures and traditions. In the field of business 
the fact might be stressed that principles are just as applicable in 
Nigeria, India, Italy or Chile as they are in Iowa or California. 
Finally, some attention would be given to the study of specific 
problem situations in international operations so that the student 
could tie together and apply the information gained in all courses. 
If this type of program becomes a reality in the near future, the 


*William R. Hoskins, Indiana University. 
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position or role of present marketing courses within this larger 
field of interest should be considered. 

Whether or not modifications are considered necessary turns 
on the definition of foreign marketing as well as the objectives of 
the teaching institution. Those who have struggled to define the 
area even in general terms recognize the magnitude and difficulty 
of the task. Nevertheless, formulating a workable definition pre- 
cludes consideration of curricula problems or course content. 

Without quibbling about word meanings or details, broadly 
stated the area of foreign marketing encompasses the long estab- 
lished courses taught under the rubric of foreign trade and also 
includes the study of foreign based marketing operations. This 
means that course offerings should cover not only selling a foreign 
market through a foreign importer or local exporter but should 
include coverage of problems and policies facing U.S. firms in 
licensing, subassembly and manufacturing operations overseas. 
Also emphasis should be placed on the ‘‘why’’ of overseas opera- 
tions if students are to have any perspective concerning their ulti- 
mate work. 

In addition to a definition, some objectives must be stated as to 
what the student should learn in order tobe considered ‘‘educated’’ 
in the area of foreign marketing. The student majoring in this 
field should have a thorough understanding of the basic principles 
of marketing and be trained to apply these generally accepted 
principles in any foreign environment. Further he should have a 
sound foundation in the mechanics necessary to carry out specific 
marketing functions within the areas he may operate as a mar- 
keter. 

With reference to the stated definition and objectives our past 
performance can be measured. On the whole our university level 
programs in marketing satisfy the emphasis onprinciples and their 
application with respect to national operations. The students are 
equally well trained in the field of export-import or foreign trade. 
The weak links in our chain are in the study of foreign based op- 
erations. This is where new content is urgently needed. Today’s 
student when confronted with a foreign marketing problem very 
often forgets the difference between marketing techniques and 
principles. As a result, he may try to apply a technique appro- 
priate for the U.S. but wholly inappropriate for the foreign situa- 
tion. For example, a ‘‘principle’’ of selling is to explain the ad- 
vantages of your product to the customer. A _ technique which 
applies this principle is newspaper advertising. In a foreign sit- 
uation the principle is still applicable but the technique may be 
useless for reasons of literacy of the population or the lack of 
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appropriate advertising media. The student must learn to modify 
the technique according to the problem rather than lose faith in 
the principles. 


CURRICULUM IMPROVEMENTS 


Specifically three types of changes could profitably be made in 
the content of marketing courses to overcome present shortcom- 
ings, amplify present coverage, and move in the direction of an 
international business curriculum, First, the general background 
areas can be integrated by an improved advising program. Stu- 
dents properly counseled could include as electives the liberal 
arts areas such as government, economics, or law. Specific for- 
eign marketing courses could point out the importance of knowledge 
in these areas by examples which cover balance of payments prob- 
lems, influence of history or traditions, possible legal entagle- 
ments, or government regulation and foreign policy. 

Second, existing courses can be altered. Look, for example, at 
the course titles in schools with which you are familiar. Could not 
a professor devote a few class sessions to retailing or wholesaling 
in foreign operations, market analysis in foreign countries, or ad- 
vertising to a foreign market? Not only would this approach de- 
velop an international attitude so urgently needed but it would help 
the student recognize the fact that each principle expounded applies 
anywhere, and that it needs only to be tailored to fit the environ- 
ment. 

As a third step one can always add a new course. The new 
course or courses should cover content which could not be gained 
from non-business electives or judicious alteration of existing 
courses. I am thinking primarily of a senior level course which 
would build on the bits of knowledge gained in previous study and 
would help the student integrate the related areas with respect to 
an overall problem in the international business sphere. In this 
area the use of case materials would be very productive. 

The approach suggested is not without limitations. It is diffi- 
cult to advise elective courses to a student not yet certain of his 
major area of study. Also the proposal of a new course added to 
the already crowded curriculum usually meets some resistance. 
As a beginning step, and one which is presently feasible, the indi- 
vidual faculty members could take a careful look at the courses 
they teach. The minor modifications they could make would be a 
major correction in terms of providing a basis for a better knowl- 
edge of foreign or international conditions. Considering the in- 
creased activity of U.S. firms in international business operations, 
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it behooves us as educators to keep pace by continually reapprais- 
ing our courses and improving our final product by replacing wan- 
ing areas of interest with the timely and significant subject of 
overseas-based operations which is demanding more and more 
attention. 


79. “AN ANALYSIS OF THE CONTENTS 
OF THE BASIC COURSES IN 
FOREIGN MARKETING” 


Roland L. Kramer* 


DEFINITION 
—— is foreign marketing ? 


1. Marketing channels in foreign countries, with a bias in the 
direction of those channels that are controlled by the seller. 
Therefore, agents, distributors, dealers, import merchants, etc. 
would be excluded from this category while assembly plants, 
branch offices and houses, factories and other production facilities 
would be included. 

This approach deals with only one segment, and doubtless a 
growing segment, in the international business activities of Amer- 
ican firms. 

2. When the seller (exporter) markets abroad the goods pro- 
duced in the United States or some other country different from 
the one in which they are being marketed, he certainly will insist 
that he is engaged in foreign marketing. He must arrange for the 
distribution channels and facilities, deal with them and go all 
through the steps inherent in a foreign marketing transaction. He 
much negotiate, draw contracts or order forms, quote prices, 
draw bills of exchange, ship, dispute, collect, etc. 

3. A final category might claim to be included in foreign mar- 
keting. These deal in foreign distribution of merchandise but do 
not engage in foreign marketing as such. These are the firms that 
deal through the numerous marketing facilities and channels estab- 
lished in the United States for the conduct of export (and import) 
business, They are commonly known as American middlemen 
and, by some authors, they are admitted to the select circle of 
foreign marketers as indirect channels. 


OBSERVATION 


The basic course in foreign marketing might deal solely with 
category (1) - doing business in foreign markets. This would be a 


*Roland L. Kramer, Wharton School, University of Pennsylvania. 
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satisfactory procedure if there was assurance that students who 
leave the campus go directly into that area of work. All who teach 
marketing know that the employment procedure rarely, if ever, 
follows such a direct and precise path. Inpractically all instances, 
the graduate would first serve in the export department or inter- 
national division or export subsidiary for a period of X years (3 
as a minimum) before he would be sent abroad to stay and work 
there. 

The facts of international business life being what they are, only 
a few is any of us, can afford to offer courses dealing narrowly 
with one form of foreign marketing. There just is no direct route 
from the campus to the position of branch manager in Timbuktu. 
Indeed, if a company is seeking a manager for such a branch, it 
almost invariably will undertake to train the candidate itself. The 
basic courses in foreign marketing should not be narrow in scope. 


ILLUSTRATION 


The best way to demonstrate this is to cite cases. The case 
that I would cite is inevitably that of my own institution, Wharton. 
Not only does our program illustrate our concept of the nature of 
the basic courses in this field, but Iremember the decades through 
which the present program evolved. 

As of the present, we have arrived at a three-pronged approach 
to foreign marketing. These prongs are—theory, policy, practice. 


1. Theory 


We believe that a student in the field of international marketing 
should have a good course or several courses dealing with the area 
of so-called international economics. He should know foreign trade 
theory as such because it explains the raison d’etre of the opera- 
tions in foreign marketing. He should know the meaning of the 
balance of payments of a country because no businessman engages 
in business just for the fun of it; he expects to make a profit; and 
he seeks to make that profit in a currency that is useful to him. 
Foreign exchange and its problems should be thoroughly under- 
stood; economic development with its stresses, strains, and nation- 
alism should be comprehended. In simple terms, when George 
Andrews graduated in our work, he finally wound up managing a 
factory for P. and G. in Caracas. It was not our fault if George 
was not fully aware of the role of this particular operation in the 
P. and G. scheme. 


538 ADVANCING MARKETING EFFICIENCY 
2. Policy 


One of the patented phrases that I use in my teaching is ‘‘today 
we live in an era of political economy.’’ There probably never 
was an era in which this was not true but it is particularly true to- 
day. Governments sometimes by decree can force an American 
company into foreign operations (production within the country) or, 
as an alternative, to withdraw from the market entirely. Govern- 
ments can go to the other extreme and smooth the path of inter- 
national business by treaties and agreements. Whether it be the 
exportation of a product or the production of a product, or the em- 
ployment of American versus nationals, or the remittance of earn- 
ings, or the acquisition of property, etc., governments play a 
stellar role. These policies of governments must be thoroughly 
understood by any candidate for a career inforeign marketing. 


3. Practice 


Just as faith without works is dead, so is theory without prac- 
tice. The classical economists who devised the first body of 
economic theory that is basically accepted today assumed that 
international business would flow automatically. We know that no 
business will be transacted under the most favorable economic 
situation unless steps are taken to conduct this business. There 
must be sales promotion, sales philosophy, sales organization, 
etc. 

The candidate for a career in foreign marketing should have a 
good grounding in all facets of the practices in this field. By this, 
I do not mean that he necessarily should know how to execute a 
French consular invoice. But he should be well-informed with re- 
spect to the channels of foreign marketing: from those that are 
available in the country of export to those that operate in the coun- 
try or import or production. He should be informed of the uses of 
all of these channels because the largest companies with inter- 
national business use every one of these channels. A company may 
have a branch sales house or afactoryin Sao Paulo, but it will deal 
with an importer of some sort in Manaos and in Iquitos, Peru, at 
the headwaters of the Amazon. 

The student in this field should know the principles of corre- 
spondence with peoples all over the world; the methods and use- 
fulness of trade promotion and advertising; the meaning and content 
of sales, agency, distributor, licensing contracts; the legal con- 
cepts in foreign markets under which business muct be conducted; 
the financial facilities and techniques available for the conduct of 
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business: credit, financing through bills of exchange, letters of 
credit, banking services, etc. The student should also know the 
principles of a foreign market survey and the sources that can be 
reliably utilized for this purpose. 


DEMONSTRATION 


With this philosophy of education for foreign marketing, Whar- 
ton now offers the following courses, both graduate and under- 
graduate: 


1. Basic one-term orientation course, including theory, policy 
and practice. (Undergraduate) 

At the graduate level, two one-term courses are basic (a) 
Foreign Trade Principles—theory and policy and (b) Foreign 
Trade Marketing—the practices in the field of foreign marketing. 

2. Advanced one-term course in International Commercial 
Policies in relation to foreign marketing (international trade). 

3. A one-term course in Techniques and Procedures in Export- 
ing (and Importing). Undergraduate only. 

4. A one-term course in Foreign Trade Management, including 
the management of enterprises abroad. 

5. Foreign Market Surveys. Three one-term courses are of- 
fered: (a) Latin America; (b) Far East and Commonwealth; and, 
(c) Europe and Middle East. The purpose of these courses is to 
acquaint the student with the problems of doing business with and 
in specific areas and countries. These courses also deal with the 
subject of doing business with the people of the areas studied, 
seeking to instill an understanding of their problems and their at- 
titudes from their standpoint. 

6. Research, two-terms, where the student learns research 
methods and puts them to practice by undertaking independent re- 
search and written reports. At the graduate level, one compre- 
hensive thesis must be prepared. 

7. Contemporary Problems in International Commerce, one- 
term, dealing with one or two broad problems. Each student en- 
gages in research and prepares a paper onone phase of such prob- 
lems (graduate only). 


COLLABORATION 
This paper would not be complete without mentioning devices 


that serve to implement these courses and to afford a means of 
broadening the students. These devices are particularly important 
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in light of the confession made during the war by the export price 
administrator. This gentleman was (is) a professor in an Eastern 
university and upon the occasion of his maiden speech as adminis- 
trator to the export fraternity (the Annual Get-Together of the 
Export Managers Club of New York) he declared that while he had 
tuaght foreign thade of X years, this was the first time he had 
ever seen an exporter in the flesh. The repercussions of that 
confession are still to be heard in exporter circles. 

Therefore, our students are offered every opportunity to see 
and talk with exporters in the flesh. These are the people pres- 
ently engaged in foreign marketing in all of its ramifications. 
The devices available to us include the Foreign Traders Associ- 
ation of Philadelphia, Inc., an organization of 435'members en- 
gaged in every aspect of international business and its collateral 
facilities. 

It is my good fortune to be completing my twenty-fifth consecu- 
tive year as secretary (now Executive Secretary) of this associa- 
tion. Every meeting of this association is announced in class and 
students are urged to attend these meetings, after dinner. An- 
other advantage that such a facility offers in the freedom with 
which questions can be asked of the people engaged in this busi- 
ness. 

A second device is a student facility—the Propeller Club of 
the U. S., Port of the University of Pennsylvania. This is a student 
port in the Propeller Club organization, which is an international 
organization of American shipping and business. The Propeller 
Club meetings begin with a dinner on the campus; the banner of 
the club hangs proudly on the wall; membership cards are issued 
to the student members; and the club sponsors locally the essay 
contest conducted by the national organization. The meetings of 
this student club are held each month during the school year and 
the speakers are almost exclusively the best qualified of the mem- 
bers of the FTA. In this way, the practical operating people in the 
fore-front of international business come to the campus and meet 
the students. 


80. “A REVIEW OF THE METHODS USED IN 
TEACHING FOREIGN MARKETING” 


Harold Kellar* 


N most colleges and universities throughout the United States, 
courses in Foreign Marketing are usually selected by students 
as electives. Thus, in most cases, the instructor will find an able, 
intelligent and self-motivated individual. To keep the student mo- 
tivated and further stimulate him to a greater degree of proficien- 
cy in foreign marketing is not only the task of the instructor but 
also a duty. To do less than ‘“‘his best’’ is indeed shortchanging 
the student, the institution and American education. 

An instructor in foreign marketing must plan on implementing 
his objectives of the course content by using the proper method of 
teaching in accordance with the objectives of the course and the 
individual lecture. Thus, proper weight in time and emphasis 
should be given to the relative importance of the following: 


1. To give the student background materal in foreign 
marketing, thus imparting a fund or store of knowledge. 

2. To develop technical skills in foreign marketing. 

3. To develop social skills, so that the student can 
communicate ideas and feelings on foreign marketing. 

4. The student should be helped to understand himself 
and his relationship to people throughout the world. This 
would better help him to understand his environment and 
improve his attitude about ideas in foreign marketing. 

5. In foreign marketing, the ability to analyze the 
causes for a situation and the ability to synthesize the 
facts in order to lead to an intelligent conclusion or de- 
cision is all-important. This must be done by helping 
the student to develop the ability to define and solve prob- 
lems. 

6. The many obstacles that have to be overcome in 
given situations and predicaments are challenges to the 
instructor of foreign marketing in developing the students’ 
judgment and ability to make wise decisions. 


*Harold Kellar, Assistant Professor of Business Administration, The City 
College of New York. 
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In the majority of cases, a course in foreign marketing in- 
volves a new experience for the student. The very fact that the 
title includes the word ‘‘foreign’’ implies that a great deal of new 
subject matter is involved. This means that planning of each lec- 
ture is all-important. The instructor must provide anenvironment 
in which students may grow—both in knowledge and in perform- 
ance, 

The instructor in foreign marketing must think of himself in 
the role of a ‘‘resource person’’ to make available facts, figures, 
illustrations and even points of view that the students in his class 
may use to further their understanding. 

To become a real ‘‘resource person’’ in foreign marketing re- 
quires many long years of experience. However, there must be a 
starting point. There are many diversified facilities available to 
the foreign marketing instructor who seeks information: United 
States Government (Federal, State and local), Foreign Govern- 
ments, Trade Associations (abroad and at home), book publishers, 
banks, commercial publications and above all, the commercial 
newspapers and magazines in the United States. 

Although there are many methods which can be employed in 
teaching foreign marketing, the following are most applicable: 


1. The Case Method. 


Here the instructor can organize material from his own ex- 
perience or obtain the materal from secondary sources. In 1957, 
the Graduate School of Business Administration of Harvard Uni- 
versity prepared a Foreign Marketing Case Packet which readily 
lends itself to use in the teaching of foreign marketing. However, 
it should not be used in classes where the students do not have 
sufficient background or maturity. The Packet does a great deal 
to stimulate the advanced or graduate student. 

My own approach to the use of the case packet represented 
quite a bit of experimentation both for me and for the students. 
Aside from the usual background reading and lectures relative to 
the using of the cases, we did try to impart a great deal of realism 
as well as theory during the past semester. 

As each case was prepared, a student was assigned to check 
on the action taken by the company, and if the same situation were 
to arise today, would the come to the same conclusions and take 
the same steps? Another student was assigned to a company as 
similar as possible to the one which was presented in the case, 
to find out it that company would have done the same. If among 
our resource people, and various executives, namely our own 
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graduates in the field, any were personally familiar with the prob- 
lem, they were invited in from time to time to give their view- 
points in relation to the matter as a whole. The results have been 
excellent, and our students are most enthusiastic about the ap- 
proach. In many of the cases, the action was correctly taken. 
However, when it was found that other companies would have done 
exactly the opposite, the curiosity of all was awakened to find out 
the reasons and what other action, or none, the companies would 
have taken. 

These cases covered establishing plants abroad: a large candy 
company did just that, and yet another candy company would not. 
The one that refuses to establish plants or distributors abroad is 
a large, nationally known manufacturer which has stated that it 
would rather deal through the middlemen in international trade. 

Another case dealt with a distributor of foods and grocery 
products. A United States exporter had refused to extend any 
further credit to the importer, who was caught in a ‘“‘national is- 
sue’’ on currency, because he was not a native of the country in 
which he was doing business. Upon bringing in one of our own 
graduates in the field, who exports food and grocery products 
abroad, he explained why his company would have a different ap- 
proach, 

I could cite many additional experiences, but the important as- 
pect is, to what extent can this approach be used by all colleges? 

Practically all colleges can make use of this technique. The 
mail can be used. Students can write to the various companies, 
asking their opinions, sending exact copies-of the case, with prop- 
erly worded questions as to what the objectives are, which are 
being sought. The Educational Committee of the National Foreign 
Trade Council is ready to cooperate, and so are most executives, 
as well as our own and foreigh government agencies. 


2. The Lecture Method. 


A carefully prepared outline based upon the course outline will 
help the instructor avoid straying from the subject. Class partici- 
pation is important in foreign marketing; using the student in 
helping to develop the lecture. If sufficient time is given to the 
student in reading his assignment and bringing in material from 
newspapers and other sources on the topic, a lecture can really 
be ‘‘alive.’’ 

Since 1947, I have made use of newspapers in teaching the var- 
ious courses in Foreign Marketing. However, it should be ever 
borne in mind that just reading a newspaper is not enough. The 
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student should be briefed as to what he is looking for. My own 
approach is that the student look for, and cut out for class and his 
personal morgue for that semester, any information relating to 
the course outline. Of necessity, this at the beginning of the first 
course must be given great latitude, but as the student becomes 
more proficient in his reading and discriminating, a great deal can 
be ‘‘pinpointed’’ to the objectives of the course. Thus, I have found 
that after a semester or two, students have become so proficient 
in the use of this method that they are able to detemine trends, and 
based upon the factual knowledge they have received from many 
disciplines as well as in Foreign Marketing, can usually make de- 
cisions wich are mature and more often than not, correct in the 
outcome. Many of our graduates have carried this habit on into 
their business and academic life, and have stated that is is a most 
important aspect of their way of life. 


3. Visitors. 


Experts in the field can add much to effectiveness, in teaching 
foreign marketing. Visiting experts should not be permitted, how- 
ever to monopolize the meeting with a long lecture. They should 
speak rather briefly and then enter into a general discussion. To 
be doubly effective, the students should be advised in advance to be 
in a position to follow the lecture. 


4. Visual Aids. 


The showing of films, if they are carefully chosen, and if the 
class is prepared for them, can lead to active student participa- 
tion. However, it is important that the student have something to 
say about the film after it is shown. Usually a student is willing 
to express his thinking in the form of a ‘‘critique.’’ Especially in 
foreign marketing is it important to discuss these critiques. For, 
very often, a student can come away with ‘“‘garbled’’ ideas from a 
film, just as he can from a lecture. 

In foreign marketing per se, there are very few good films. 
There are some which can introduce the student to the field of 
foreign trade and some of its implications, but on the whole, they 
are very elementary. The areas where some work with visual 
aids, especially films, can be of the greatest value is in the field of 
Marketing Abroad, such as: Latin American Markets, European 
Markets, Asia and Its Markets, and the Near East and Africa. 
Here, too, we must be careful in the selection of our films, and tie 
it in with the lecture. The need for films in this field is already 
recognized by many leaders in foreign marketing and steps have 
been taken to alleviate the shortage. 
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Conclusion. 


Good teaching is not founded on content alone. It needs the 
mastery of the subject matter in foreign marketing, an understand- 
ing of the motivating factors which impel students to study a sub- 
ject, a knowledge of the techniques of methods, and the integration 
of all these factors in order to achieve the objectives of the 
course, 

The foreign marketing instructor is on the firing line today. 
The world is a huge market place. If America is to keep its 
share of the market, and progress with growth, so must its in- 
structors, who should constantly be on the alert to strengthen and 
improve the content and teaching of foreign marketing. 
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H. The Evolution of Marketing 


in the United States 


81. “A PROPOSED STUDY” 


Kenneth H. Myers* 
and 


Orange A. Smalley ** 


ODUCTION 


During the past fifteen years the United States has provided 
great assistance to the peoples of the underdeveloped areas of the 
world, and to the more advanced societies as well. The same 
means also have been applied with considerable success by the 
Soviet Union wherever it has decided to concentrate its more 
limited resources. This assistance has been largely of a type 
which affects productivity directly, such as the export of machin- 
ery, operating techniques and controls, and other elements con- 
cerning production. There is reason to question seriously the 
appropriateness of such forms of assistance, and to consider in- 
stead an aspect of United States’ culture which has been outstand- 
ingly successful. This is the system of coordinating economic 
activity through the interplay of free and autonomous market 
forces. The result of this system for the United States has been a 
high and rising standard of living, steadily improving productivity, 
and a degree of individual freedom unapproached by societies or- 
ganized on authoritarian lines. It is possible that in the foreign- 
aid programs to date there has been too great a tendency to over- 
look the strong relation between this kind of marketing system and 
improved human productivity. 

The correlation between individual liberty in the political sense, 
consumer sovereignty in the economic sense, and the dynamic ac- 
celeration in material well being that has occurred in the United 
States suggests that the marketing system we have developed has 


*Kenneth H. Myers, Professor of Production Management, and Chairman of 
the Department, Northwestern University. 

**Orange A. Smalley, Professor of Marketing, and Chairman of the Depart- 
ment, Loyola University (Chicago). 
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been a fundamental stimulus to productive efficiency as well as a 
lofty scale of material well being. 

Such an hypothesis suggests further that even in the more 
primitive economies there is much latent capacity for production. 
What is lacking is adequate incentive and ability to make efficient 
use of this latent power, the type of incentive, in fact, that a mar- 
keting system similar to that developed in the United States could 
provide. 

What is now necessary, it appears, is the establishment of 
means for studying these hypotheses, with the proposed initial 
project to lead to the inauguration of a Center for Marketing Stud- 
tes. This Center would be responsible for undertaking systematic 
inquiry—historical and comparative—into the role of marketing in 
stimulating social and economic development. 


Exploratory Seminar in Marketing Development: Purpose 
and Program 


A group of economists and economic historians met at the Uni- 
versity of Toronto in September, 1958, to consider the role of 
marketing in the economic development in the United States. It 
was their hope that such a seminar would lead to the formulation 
of hypotheses concerning marketing which could be tested by a 
systematized program of analysis and research, and that sub- 
stantive investigations concerning the course of marketing evolu- 
tion would result. Substantial agreement was reached on the fol- 
lowing points: 


1. Attention should be centered on basic functional 
aspects of marketing by business firms. These would in- 
clude policy and practice with respect to choice of prod- 
uct, pricing, promotion, and channels of distribution. 

2. Attention should be focused on the locus of initiative 
within firms and industries for these basic marketing de- 
cisions, 

3. Careful note should be made of imperfections in the 
marketing process, together with their causes and im- 
plications. 

4. This approach to be tested on families of com- 
modities, these to be defined as groups of products having 
parallel modes of distribution to nearly homogeneous 
groups of consumers. 

5. Correlation between changes in marketing functions 
and changes in technology (particularly incommunications 
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and transportation) should be explored, causal relation- 
ships ascertained, and the results appraised in terms of 
contribution to economic growth. 


It was agreed that a particular effort should be made to identify 
and study the creative contributions of marketing in stimulating 
economic development and in influencing the selection of social 
goals. Conferees were also agreed that, following such investiga- 
tion, attention should be directed to aspects of marketing whose 
social and economic impact has been the subject of considerable 
controversy: specifically, the dramatic expansion of consumer 
credit, the rise of ‘‘forced obsolescence,’’ a continuously expand- 
ing rate of induced consumption as a social goal, and the increased 
portion of national income devoted to marketing activity. 

The approach to a study of marketing so outlined, however, 
stressed historical investigation in the United States itself. The 
importance of such a study would be enhanced if it were broadened 
to include more than one economy. This is indicated by the fol- 
lowing factors: 


Until but recently in the history of human affairs the 
United States was itself an underdeveloped area, depend- 
ent primarily upon an agricultural and extractive base. 
A theory of the role of marketing in the economic devel- 
opment of the United States would be pertinent to pro- 
grams of assistance to countries still ‘‘underdeveloped.’’ 

The evolutionary course of the European Common 
Market, which is almost certain to have dramatic con- 
sequences for both Europe and the Americas, might be 
more accurately predicted if the development of market- 
ing in this country were better understood. 

A theory of marketing evolution would be of assist- 
ance in charting the probable future course of the United 
States economy, particularly the effect of the growing 
role of government and of the age of materal abundance 
(the threshold of which the United States appears already 
to have crossed). 

The threat to our society which some critics profess 
to see in recent sales promotion themes and ‘‘synthe- 
sized demand’’ might be better appraised in light ofa 
serious examination of marketing evolution. 


Any substantial achievement of the foregoing would have strong 
implications for American overseas economic and political policy. 
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With resqect to implementation, it was the consensus of the 
Toronto group that students in fields of interest other than history 
and economics should be included in any major research effort. 
Hypotheses derived from scholars in the behaviorial sciences, in 
marketing, and in business could contribute significantly to the 
development of a body of research objectives and, it was hoped, 
would rally support for this type of investigation. 

Thus, in cooperation with the American Marketing Association, 
a special-interest panel met in Chicago in December, 1958, to ex- 
plore these and other ideas. The group included an anthropologist, 
a business consultant, an economic historian, and several univer- 
sity professors from faculties in marketing, industrial manage- 
ment, geography, and business history.! 

Pursuing a variety of themes in undirected discussion, the 
panelists raised question of a provocative nature and suggested ap- 
proaches in obtaining information which might provide answers to 
these questions. In general, the panel agreed with the Toronto 
Conference on the History of Marketing in respect to the need for 
comparative marketing studies, historical research in marketing 
in the United States, and the organization of a research center 
which would encourage, guide, and possibly financially assist sys- 
tematic study of these subjects. Specifically, the panel explored 
the following problems, and concluded that there was need for in- 
tensive examination, by qualified scholars, in each of several 
areas: 


1. In respect to foreign assistance programs and 
overseas economic policy of the United States, can im- 
provements in a given pattern of marketing attitudes and 
techniques achieve greater results in productivity and 
living standards than direct improvement in means and 
methods of production and, at the same time, enhance 
the personal liberties and the dignities of the recipient 
peoples? 

2. What has been the role of marketing attitudes and 
techniques in stimulating economic development in rela- 
tively advanced countries? Where has the locus of mar- 
keting initiative resided, and what have been the effects 
upon economic development of this initiative over time? 


1. Included were: Burleigh Gardner (Social Research, Inc.), Charles Slater 
(Arthur D. Little Company), Harold F. Williamson (Northwestern), Ralph West- 
fall (Northwestern), and Edward Taaffe (Northwestern). 
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Have marketing attitudes and techniques been dependent 
or independent variables in economic development? What 
are the implications of these experiences for underdevel- 
oped areas? 


3. What contribution can the dynamics of marketing 
behavior make to the modification of a given social order 
if it is deemed advisable to alter existing social patterns 
so as to increase total product, while simultaneously 
furthering individual liberty and dignity? Can such a 
change be achieved more readily and in a more orderly 
manner by changes in marketing attitudes and techniques 
than by aid which is focused on productive facilities and 
techniques? 

4. Can attention to the role of marketing assist us to 
understand more clearly and to predict more accurately 
when a given society is ready for change, and what type 
of change—economic, political, and social—it is prepared 
to accept? Can an examination of the American past— 
specifically a history of marketing—provide clues of this 
type? Would such a history be useful in suggesting ways 
of bypassing certain evolutionary states so as to ac- 
celerate progress in underdeveloped areas? 


What types of marketing studies are necessary, and how 
should they be organized? 


The panel was in fundamental agreement with respect to the 
contributions to an understanding of the role of marketing in the 
United States and the world which might result from organized 
research, Agreement was also general with rspect to the dimen- 
sions of the research needed. The most fruitful approach should 
include investigation of the American development and the role of 
marketing in American economic growth, as well as current in- 
quiries on a comparative basis. Countries to be studied would not 
be limited to underdeveloped areas, but would include industrial- 
ized states as well. Further, the fruits of the research and analy- 
sis should be useful in appraising foreign aid and foreign economic 
policies of the United States. But how could such a program be 
organized? How could scholars and research men be made famili- 
ar with its nature and intent? How could it be financed? 

Professors Myers and Smalley explained some of the ideas 
which had been discussed at the Toronto meeting, and suggestions 
which they had subsequently formalized: 
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The locus of marketing initiative at varous points 
over time and in various commodity lines is a useful 
jumping-off place for a quantitative study. For example, 
the locus of initiative is the point of the greatest market- 
ing cost. There is considerable indication that this is 
true, and, if so, we will be able to identify that point and 
to consider its causes and implications. This, then, is a 
reasonable, tangible, type of investigation, applicable not 
alone to American society. 

A study of the locus of marketing initiative has many 
dimensions. Patterns of change can be observed over 
time within particular classes of commodities and ex- 
planations can be sought—the rise and decline of the full- 
line wholesaler of consumers’ semi-durables is a case in 
point. In addition, significant differences exist between 
classes of commodities at the present time. Finally, the 
same classes of commodities in different contemporary 
economic systems may differ significantly as to the locus 
of marketing initiative. Study of the reasons for and im- 
plications of these may provide a general theoretical 
framework which marketing as an intellectual discipline 
has heretofore lacked. 


Professors Williamson, Smalley, and Myers then asked the 
group to consider a plan for organizing the research along the fol- 
lowing lines: 


1. Establishment of a Center for Marketing Studies on 
interdisciplinary lines. The Center should be located in a 
major university and enjoy the prestige and shelter of 
such an institution, but still be indepentdent of its direct 
control. The purpose of the Center would be to focus and 
facilitate the research efforts of scholars interested in 
furthering the understanding of the role of marketing in 
the United States, and its social, political, and economic 
implications both at home and abroad. 

2. A director for the Center to be chosen by a univer- 
sity committee representing the various disciplines which 
would be interested in the proposed study, and which 
would be likely to contribute to it. 

3. A seminar to be established at the Center and to be 
operated on a continuing basis. The seminar would pro- 
vide a continuous panel of experts from various disci- 
plines to hear, criticize, evaluate, and assist research 
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proposals bearing on the purpose of the Center, and to 
stimulate inquiry by all appropriate means. The sem- 
inar would seek to include visiting authorities and schol- 
ars from the United States and abroad and to actasa 
world-wide forum for scholars studying the role of mar- 
keting in various economies. 

4. Direct financial assistance for the Center would be 

solicited from (a) business organizations and associations, 
(b) independent foundations, and (c) government. The 
funds would be used to underwrite the continuing seminar 
and such projects and tasks as might be authorized by the 
governing committee. 
5. The Center would finance, as its first project, the 
core type of research identified by Myers and Smalley 
on a direct program basis. Financial assistance to for- 
ward other projects consistent with the basic purposes 
of the Center would be made as resources became avail- 
able. 


There were at least two historical precedents for the type of re- 
search center proposed. The African Studies Program at North- 
western University is an interdisciplinary effort which combines 
linguistics, anthropology, sociology, political science, and history. 
A seminar operates as part of the African program, and men 
prominent in one or another of the described fields have been in- 
vited to participate in it. Occasionally these men have been asked 
to spend from three months to a year at the university. Graduate 
students from all the fields indicated have been members of the 
seminar, and many have been stimulated to undertake work relat- 
ing to Africa. 

A second prototype, slightly different in organization, is the 
Entrepreneurial Research Center at Harvard University. In this 
case a Rockefeller Foundation grant provided the financial endow- 
ment. The Entrepreneurial Center brought together various people 
interested in the role of the entrepreneur. It located graduate 
students interested in the problems which emerged as a result of 
the Center’s exploration of ideas; it published a journal which 
stimulated the writing of a number of valuable and provocative 
articles; it produced perhaps a half-dozen significant monographs; 
and, as an over-all result, encouraged and aided about fifteen ef- 
fective and influential young men who carry on the purposes of the 
center through their individual teaching and research. 

Professor Williamson explained that the African program is 
geared to Northwestern University’s program of cultural studies. 
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It is devoted to encouraging graduate students rather 
than postdoctoral fellows, although there is some money 
available for faculty research. By contrast, what we have 
in mind for the Center for Marketing Studies is a strong 
emphasis upon postdoctoral participation, so as to en- 
courage the new Ph.D. to get into an area of research that 
could result in his first publication, perhaps his first 
book. The research grants would by no means be con- 
sidered the exclusive province of the personnel of the 
sponsoring university, but would be extended on an objec- 
tive basis to faculties of all universities. 


The proposal appealed to all participants, and perhaps Dr. 
Gardner expressed a common point of view when he declared: 


If you want to sell a grand plan with a lot of very prac- 
tical applications sticking out here and there, I think you 
are on the right track. One of the difficulties of trying to 
get money to finance projects like the one proposed here 
is the tendency to talk in terms of too few specifics. 
When the University of Chicago wanted to raise money for 
its Physics Center, it dreamed a grand dream, drew up a 
proposal which required a lot of money to execute, and 
then went out and found that the financing was obtainable 
with surprising ease. I think something like that could be 
true in this case. 


The meeting concluded with the consensus that the proposed 
Center and the related plan would constitute a highly significant 
forward step in the evolution of marketing as a field of knowledge, 
and one which held promise of far reaching economic, political, 
and social benefits. 


| 
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82. “THE SIGNIFICANCE OF ETHNIC GROUPS 
IN MARKETING NEW-TYPE PACKAGED 
FOODS IN GREATER NEW YORK” 


Milton Alexander* 


O manufacturers and distributors of new-type packaged foods, 

Greater New York ranks first as a market and as a marketing 
enigma. On the one hand, it is easily the largest spender for foods 
among the 168 standard metropolitan areas. On the other, it is 
most unyielding to product innovations. 

Hence, the perennial questions of food marketers: What is it 
that makes New York so different from other marketing areas? 
And what, if anything, can and should be done to adjust for the 
difference? According to a traditional hypothesis, the area’s atyp- 
ical pattern of consumer behavior stems from the heterogeneous 
nature of its population. New York is said to comprise a melting 
pot of several fairly distinct ethnic markets in one, 

Based on a pilot study, this hypothesis oversimplified local 
food marketing problems. Furthermore, assumptions of ethnic 
difference were found to rest on long-established hunch rather than 
current fact. As such, they were largely unrelated to the present- 
day ethnic setting and to the new-type products which represent 
an ever-increasing share of consumer expenditures for food. In 
short, there was an evident need to modernize the traditional hy- 
pothesis and to establish guideposts for marketers in this and 
other heterogeneous areas. This study represents a beginning at- 
tempt to fill both needs. It brings up to date the food habits of four 
major ethnic groups—Italian, Jewish, Negro, and Puerto Rican. 
More pointedly, it explores the impact of inter- and intra-group 
differences on acceptance of six ‘‘model’’ new-type products— 
frozen food dinner, frozen red meat, frozen fruit pie, instant cof- 
fee, cake mixes, and dehydrated soups. 

Despite all countervailing socio-economic pressures, ethnic 
food habits continue to prevail in Greater New York. The ethnic 
setting, therefore, remains a necessary basis for local food mar- 
keting strategy and practice. This is particularly so with regard 


*Milton Alexander, Manager of Field Operations, Retailing Research Divi- 
sion, Progressive Grocery; Ph.D., New York University. 
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to new food products. Further, an awareness of ethnic differences 
and of dynamic internal changes (both socio-economic and dietetic) 
may lessen the marketer’s acceptance of behavioral myths regard- 
ing ethnic groups. 

From the marketers’ point of view, the residual ethnic in- 
fluence in food consumption is variously affected by demographic 
trends. In the case of Negroes and Puerto Ricans, by an acceler- 
ated rate of in-migration; a clustering in the inner city; and an 
apartness from the general population. In the case of Jews, by 
conflicting drives toward cultural assimilation and continued clus- 
tering even in the adjacent suburbs. And finally, among Italians, 
by the increased incidence of inter-marriage with ‘‘outsiders.”’ 

Meanwhile, ethnic food habits have shown a remarkable resi- 
lience even under pressure for conformity. Consumption patterns 
are still evolving. The following is a sampling of significant 
ethnic attitudes toward foods new and old. 

Beginning with typical second-generation Italian housewives, 
there appears to be a marked residual antagonism toward pro- 
cessed-packaged foods which, incidentally, fail to appear in 80 per 
cent of the group’s lunches, 64 per cent of its suppers, and 95 per 
cent of its breakfasts. Also, freshness remains the dominant ap- 
peal in Italian usage of coffee, vegetables, and meat. At the same 
time, more housewives are being swayed toward product innova- 
tions by the convenience of new-type packaged foods. 

The same is true of second-generation Jewish housewives. 
Thus, 90 per cent of Jewish families were found to prefer fresh to 
canned or frozen alternatives. And about one of three of their 
breakfasts and one of five of their suppers featured one or more 
traditional delicacies. 

Many young Negro housewives also tend to adhere to their 
traditional diets. For example, the use of meat at many break- 
fasts; the preference for starchy products; and the aversion for 
‘“‘raw foods.’’ On the other hand, many ethnic traditions are weak- 
ening. By and large, young Negro housewives are found to rebel 
against the low-income meat-meal-molasses or rice-beans-plan- 
tain diets. And in growing numbers, they adopt processed-pack- 
aged foods as symbols of social status. 

The Puerto Rican diet represents a unique blend of traditional 
and new-type food preferences. So strong is the ethnic effect, 
however, that the low-income tropical diet generally prevails. 
New-type foods, therefore, are supplements to, rather than sub- 
stitutes for, traditional favorites. Nevertheless, almost every 
type of packaged food innovation has breached the group’s ethnic 
loyalties. 
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Now, specifically, how does this dynamic ethnic setting, for 
some 55 per cent of New York’s population, affect the acceptance 
of new-type packaged foods? In partial answer, let us review the 
major findings for each of the six ‘‘model’’ foods featured in this 
study. 

First, frozen food dinner. Italian acceptance is apparently 
hampered by deep-seated ethnic preferences for fresh meat and 
vegetables. Sales prospects are brightened only by two relatively 
minor offsets in the ethnic diet. First, by the continued simplicity 
of Italian meals. And second, by the group’s traditional liking for 
processed-packaged fish. In any event, Italians place last in rate 
of consumption. In the Jewish group, a residual ethnic influence 
seems to militate against large-scale acceptance. The net upshot: 
Jews rank last in most indices of acceptance. Product convenience 
is recognized. But this ‘‘like’’ is outweighed by the ‘‘dislike’’ of 
product taste and expense. Negroes also tend to resist frozen 
food dinners - seemingly on traditional grounds. The net result is 
widespread use but in limited quantities. At the other end of the 
acceptance scale, Puerto Ricans are found to lead all other groups 
in rate of consumption, presumably due to the high incidence of 
working housewives within this group. 

Italians rank at least second in ethnic acceptance of the second 
‘‘model’’ product - frozen red meat. But consumption by Jews is 
obviously discouraged by the dietary laws - especially in the case 
of pork. Regardless of variety, however, Jewish consumers resist 
the product’s taste and price. Frozen red meat is also opposed to 
the Negroes’ traditional preference for fresh and fatty cuts. Their 
resistance is further hardened by the prevailing inadequacy of 
refrigeration in Negro homes. In the case of Puerto Rican house- 
wives, ethnic distaste for the product is at least partly offset by 
the working housewives’ need for convenience. Puerto Ricans lead 
in all indices of acceptance. This showing, however, is almost en- 
tirely confined to the more economical luncheon cuts. 

Frozen fruit pie, the third ‘‘model’’ product, seems to hold but 
little interest for Italians. At any rate, they rank last in per- 
capita consumption—avowedly due to a marked dislike of flavor. 
Jewish consumers do relish sweet goods, but ofa distinctive type - 
either baked at home or available in the many specialty bakeries 
throughout the area. Principally for this reason, they rank last in 
regular usage of the frozen product. Also, as per tradition, 
Negroes still do not ‘‘take to’’ fruit pies. Hence, their bottom 
score in rate of consumption. In contrast, the Puerto Ricans’ 
craving for sweets is so intense that it seems to overcome the 
group’s dislike of product taste and expense. Usage of the product 
is still spotty, however. 
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A strong residual preference for their special blend, sharpens 
Italian resistance to instant coffee - the fourth ‘‘model’’ food. As 
a result, Italians trail other ethnic groups (excepting Negroes) in 
rate of consumption. In contrast, instant meets with a favorable 
response from Jewish consumers. Due to the group’s tea-drinking 
tradition, the rivalry of regular coffee is minimized. Instant, 
however, is found to be an additiontothe group’s cultural inventory 
rather than a replacement for an established item. While the 
Negroes’ ethnic diet also favors acceptance of instant, counter- 
vailing socio-economic forces tip the balance against heavy con- 
sumption. Actually, Negroes are found to rank lastin terms of ac- 
tual purchases. As with Italians, the Puerto Ricans’s traditional 
diet also features a distinctive type of coffee. Here, however, op- 
position to instant is tempered by light coffee-drinking habits. 
And according to the indices of acceptance, Puerto Ricans rank 
second in per-capita consumption, 

Similar implications may be read into the acceptance ratings 
of cake mix. Here, for reasons already cited in connection with 
frozen fruit pie, both Italians and Negroes are found near the bot- 
tom of the acceptance index, but just a notch above the Jewish 
group, which is in last place. Puerto Ricans (for all their difficulty 
in deciphering package directions) seemingly lead the other ethnic 
groups. 

The sixth ‘‘model’’ food - dehydrated soup - also fares rather 
badly in the Italian diet, at least in comparison with the sales po- 
tential of the generic product. Thus, while Italians rank first in 
usage (vs. non-usage), users in the group rank only fourth in per- 
capita consumption. In the Jewish group, non-usage still appears 
to be the rule. Typically, Negroes seem to use dehydrated soup in 
limited amounts: and they trail all other groups in the indices of 
acceptance. In rather familiar contrast, the elastic food habits of 
the young Puerto Rican group have also yielded to this new-type 
product in large measure. 

Now, one may ask: How can manufacturers and retailers im- 
plement these varying manifestations of the ethnic effect? There 
is no simple answer because there is no pat formula for ‘‘segment 
selling’’—one that would cover all products and all groups across 
the board and regardless of time period. An ethnic marketing ap- 
proach, therefore, demands a separate and distinct adjustment for 
each combination of ethnic group and new-type packaged food. 

For the manufacturer, this selective approach would find useful 
application in the formulation of marketing strategy and in estima- 
ting sales potentials—even if only as a qualitative guide. It would 
also help him capitalize on opportunities for sectional listing of 
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new products in the large food chains, in in-store promotion, in 
couponing, and in the deployment of missionaries. At the very 
least, a fact-based approach to ethnic groups could reduce losses 
due to a misdirection of promotional efforts. Similar benefits 
would accrue to super market operators in developing new store 
locations and in making optimum adjustments, in their merchan- 
dising, for significant ethnic differences. 


83. “MARKETING STRATEGIES IN THE 
FIBERGLASS PANEL INDUSTRY™ 


William F. Egloff* 


new industry started in 1947 when two firms went into the pro- 

duction and marketing of fiberglass panels. Since then, the 
industry has grown to fifty-seven firms, doing nearly twenty mil- 
lion dollars of business. This study examined the first nine years 
of this growth for the purpose of analyzing the marketing policies 
and strategies in this rapidly developing industry. The objective 
was to discover whether firms adopted similar or different strate- 
gies in marketing the new product, and to examine the hypothesis 
that strategies varied according to the size of the firm. 


SOURCES OF DATA AND METHODOLOGY 


Because the industry was so new, and there was no general 
source of information, data were gathered by personal interviews 
with policy-making executives of twenty-three manufacturers, ac- 
counting for ninety-five per cent of the industry output. Since cer- 
tain questions involved reference to sales and accounting records, 
a Statistical data questionnaire was left with each of the respond- 
ents to be returned by mail. 

Next, the various policies and strategies of these manufactur- 
ers were compared to isolate patterns of conduct in this new in- 
dustry. Finally, a hypothesis relating the size of individual firms 
and these patterns of conduct were constructed and verified. 


SUMMARY OF FINDINGS 


Two characteristics of the panel industry determined the stra- 
tegies of its manufacturers: (1) the panel was a standardized pro- 
duct and could not be effectively differentiated; and, (2) manufac- 
turing processes gave rise to different cost functions depending on 
the amount of capital invested. Thus, large firms with heavier 
capital investment and resulting lower production costs derived the 


*William F. Egloff, Vice President, Sales, Asphalt Corporation of America; 
Ph.D., Northwestern University. 
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major portion of their business from large-order fabricators and 
other industrial users and from the government. The large firms 
also had longer channels of distribution, more promotion, and a 
more flexible pricing policy than their smaller competitors. 

The smaller manufacturer typically used a type of manufactur- 
ing process which required a smaller capital investment but re- 
sulted in a higher cost product. The small firms could not afford 
long channels of distribution, but had to godirectly to buyers. This 
cost position also forced the smaller firm to ‘‘ride’”’ on the larger 
firms’ advertising, to incur higher ratios of selling expense to 
sales, and to restrict their ability to compete for large volume 
business on a price basis. 

Salient characteristics of the industry were ease of entry and 
rapid turnover of constituent firms. These factors tended to de- 
moralize the industry’s pricing structure, lower the quality of its 
product, and create a fluid pattern of promotional programs - all 
of which complicated this study. 

It was an industry of small firms, which had, quite interesting- 
ly, not attracted much attention from the nation’s industrial 
‘‘viants.’’ Because of the newness of the industry and lack of in- 
terest displayed by older, larger firms, management personnel 
was limited in numbers and in experience. With young, unaffiliat- 
ed, expanding firms, the industry was under financial stress. In 
general, the larger firms made more effective use of their capital 
as evidenced by higher stock-turn rates and return of invested 
capital, 

Suppliers, by comparison with any of the panel manufacturers, 
were very large and had reportedly fostered high entry into the 
industry through liberal credit policies. In spite of this evidence 
of interest, the suppliers had left technological and market develop- 
ment largely to the small panel manufacturer. 

As firms matured and grew in size, marketing policies shifted 
according to fairly well defined patterns - particularly in the se- 
lection of channels of distribution and pricing practices. 


CONCLUSIONS 


This study in comparative competitive strategy found dif- 
ferences in the strategies of firms largely based on the size of the 
firm. While all firms had started as ‘‘small’’ firms in the in- 
dustry, ‘“‘large’’ firms had outgrown their previous positions and 
were now equipped with trained management, experience, and re- 
sources. The ‘‘large’’ firms had also become entrenched in the 
channels of distribution. All of these factors made the growth of 
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‘‘small’’ firms into ‘‘large’’ firms more difficult than earlier in 
the industry’s history. 

Throughout this study it was found that firms had certain mar- 
keting policies and strategies, but as these firms changed size 
over time, they changed these strategies. 

“‘Small’’ firms starting in this industry adopted quite similar 
policies in many areas. As they expanded, however, trial and 
error led to changes in these policies. As the firms grew larger, 
they adapted their strategies to this new size. 

The study, finally, pointed to the fact that changes in one 
strategy of the firm inevitably had effect on other strategies of the 
firm. Admittedly, management may or may not have been aware 
of the exact relationship between strategies, but evidence that 
‘“large’’ firm management did adjust one policy to another, main- 
taining a flexibility in its plans, implied it had information on the 
market, the attitudes of buyers, and the competitive and cost 
factors within the industry. This suggests the conclusion that in- 
formation and the knowledge of the interaction of strategies is 
central to the nature of strategic policy-making in the firm. 


84. “THE WHOLESALING POTENTIAL 
OF A SATELLITE CITY” 


Guy G. Gordon* 


HOLESALING is primarily a contral-city activity and is con- 

centrated largely in relatively small ‘‘central wholesaling 
districts.’’ Recent years have brought some decentralization of 
wholesaling away from central wholesale districts. Market growth 
plus changes in technology, customer location, and wholesaling 
structure makes greater decentralization possible. The purpose 
of this study was to investigate, on both theoretical and empirical 
grounds, the wholesaling potential of a satellite city. A satellite 
city was defined as a secondary city having one-third or less of 
the population of the central city, physically separated from the 
central city by a distance of from twenty to seventy-five miles, 
and economically subsidiary to the central city. Examined inten- 
sively was the wholesaling situation of Everett, Washington, which 
is a Satellite of Seattle. 

There is little literature on satellite wholesaling, but certain 
theoretical writings were useful in this study. These included the 
discussions of agglomeration and deglomeration by Alfred Weber; 
the addition of institutional elements by E. M. Hoover; the expla- 
nation of satellite supply areas by Hoover; the statements ona 
‘law of market areas’’ by F. A. Fetter (and modifications of the 
‘law’? by C. D. and W, P. Hyson); the synthesis of Weberian least- 
cost theory and the locational demand theories of monopolistic 
competition by August Losch; and the further refinement of the 
concepts of agglomeration and deglomeration and the merging of 
cost and demand factors by Melvin L. Greenhut. Also utilized for 
their methods and conclusions were various empirical studies re- 
lating to location and market areas. 

Practical conclusions on the wholesaling potential of satellites 
must recognize that wholesaling will continue indefinitely to be 
primarily a central-city activity. Some of the reasons for this are: 


1. The principal factor in locating a wholesale business 


*Guy G. Gordon, Associate Professor of Marketing, University of Washington; 
Ph.D., University of California. 
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seems to be that of selecting a ‘‘market center.’’ 
Central cities, therefore, can be expected to attract 
more and larger firms. 


bo 


Executives of some national firms do not investi- 
gate—or even consider—satellite cities as potential 
locations for branches. 


3. Since central-city firms are larger, on the average, 
than satellite-city firms, merchandise assortments of 
central-city firms can be expected to have greater 
breadth. Merchandise assortments in the central 
city as a whole are greater than those in the satellite 
city. Lack of breadth in assortments causes satellites 
to lose sales in merchandise which is actually avail- 
able in the satellite. 


4. Economies of scale probably are realized in the 
larger centers. This pertains not only to firms, but 
to the city as a whole. 

Wholesale trading areas of major centers overlie the 
trading areas of their satellites and, in many lines, 
completely enclose the trading areas of the satellites. 


6. Satellite-city firms may be expected to have some 
freight cost disadvantages, particularly on less-than- 
carload lots. A special disadvantage is that the sat- 
ellites normally do not have direct freight-forward- 
ing service. 


7. Physical facilities in the satellite city tend to be less 
adequate than those of the central city. 


8. Long-established connections between satellite-area 
customers and central-city sellers may continue after 
there is no longer an economic advantage to the re- 
lationship. 


9, Larger central-city firms may be expected to have an 
advantage in sales effectiveness over firms in the 
smaller satellite cities. 


10. Large industrial buyers in satellite-city areas often 
have direct telephone lines into the nearby central 
city; therefore, they make more purchases in the 
central city than they would otherwise. 


11. To some extent, retail trade gravitates to central 
cities, stimulating some additional wholesale buying. 
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12. Satellite-city buyers often have the attitude that cen- 
tral-city merchants are ‘“‘better’’ merchants than 
those in the satellite city. 


13. Satellite-city wholesalers often have strong feelings 
of inferiority when comparing themselves to their 
central-city competitors. 


14. Community development groups in satellite cities 
seldom give attention to wholesale trade in their 
planning. 


Despite the advantages of central cities in wholesale trade, 
however, this research found that the satellite studied intensively 
(Everett, Washington) had a much greater wholesaling potential 
than currently was realized. Everett wholesalers trade in several 
counties, but in the home county alone the wholesale requirements 
of retailers in 1954 was about $84 million, value added by manu- 
facture amounted to $81 million, and new capital expenditures 
amounted to $34 million. Yet, Everett wholesalers, selling ina 
trading area of several counties, had sales in 1954 of less than 
$34 million. 

It was concluded that certain generalized statements on satel- 
lite wholesaling could be made. These include the following on 
satellite trading areas: satellite trading areas tend to be en- 
closed by central-city trading areas; satellite areas are not dis- 
crete, but are overlaid by the central-city trading areas; satellite 
areas are asymmetrical, extending much further away from the 
central city than toward it; and the satellite city tends to receive 
only a portion (often a minor portion) of the wholesale trade of its 
own trading areas. 

Basically, the wholesaling potential of a satellite city isa 
function of the size of the area in which it trades, the total volume 
of wholesale purchases made within that area, the extent to which 
local retailers and industrial users are committed to central buy- 
ing elsewhere, the degree to which new wholesaling firms can be 
induced to locate within the satellite, and the extent to which the 
wholesalers (individually and as a group) can compete success- 
fully with wholesalers in the central city. Successful competition 
is a function of the economic factors (e.g., relative freight costs, 
and purchasing efficiency) which permit a competitive net de- 
livered price on goods. It also is a function of the marketing 
factors (‘‘merchandising’’ and sales management efficiency). 

In the satellite-central-city relationship there are no economic 
factors which are adverse and uncontrollable to the point of pro- 
hibiting the attainment of substantially expanded wholesale trade 
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in the satellite. Since the satellite shares the trade of its own 
trading areas with the central city, the satellite wholesale trade 
is more highly expandable than is the general level of economic 
activity within its trading areas. Successful expansion depends 
upon marketing efficiency. 


85. “THE USE OF CONSUMER SURVEY 
DATA IN FORECASTS OF DOMESTIC 
DEMAND FOR CONSUMER 
DURABLE GOODS” 


Frederick E. May* 


ALES forecasts are of particular importance to producers of 

consumer durables, such as passenger automobiles, furniture 
and household appliances because (1) their sales fluctuate consid- 
erably in the business cycle; (2) they must produce in anticipation 
of demand; and (3) their contact with the final purchasers and 
users is indirect. In the larger sense accurate sales forecasting 
(if used properly by the business firm) contributes to the achieve- 
ment of two major social objectives: the efficient allocation of 
resources and the regularity of the growth ofthe economic system. 

The purpose of this study is to consider the use of consumer 
survey data in forecasting the domestic demand for consumer du- 
rable goods. Consumer survey studies may be classified asa 
method of obtaining information for use in the individual unit fore- 
cast procedure, wherein the forecaster builds up demandestimates 
for individual units into a sales forecast for an entire industry. 
The essence of the sales forecaster’s task is to anticipate specific 
wants for specific products within the framework of the future 
financial resources of potential purchasers and users over a spec- 
ified period of time. The problem, then, is to determine to what 
extent the consumer survey studies can be useful to the sales 
forecaster in preparing both short-range and long-range fore- 
casts. 

Demand formation for a particular product is viewed asa 
process whose origins can be traced to complex psychological, 
social, and biological forces which result first in fairly specific 
wants and finally in purchases of specific products. Thus, the 
short-term forecaster should probably concentrate on the last 
stages of this process where plans to buy are formulated and 
where relevant expectations or attitudes already exist in the minds 
of potential purchasers. In contrast, the long-range forecaster 
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must seek to go farther back into he earlier stages of the demand- 
formation process; that is, he must anticipate changes in wants 
and resources before the potential purchasers have become aware 
of their existence. 

A long-range forecast based on anticipated changes inthe char- 
acteristics of the market, such as the income distribution by size 
of past purchasers, their distribution by the stage in their life- 
cycle or the location of their residence, their education and 
occupational status, and other demographic characteristics, is 
predicated on the assumption that these characteristics are meas- 
ures of structural elements of our society. Structural elements 
are defined as relatively invariant or stabilized sets of activities 
around which peoples’ behavior adheres. Sociologists speak of 
social roles. These are defined as expected proper conduct and 
behavior. In order to have society function, social roles need to be 
clear and predictable. Various studies have shown that the auto- 
mobile, for example, has a place in the social role played by vari- 
ous types of people in different kinds of social situations. In es- 
sence, a long-tern forecaster attempts to predict how many people 
will be playing specific social roles in the future and what these 
anticipated roles will require of them in terms of durable-goods 
ownership and purchasing behavior. 

For an appraisal of the usefulness of consumer survey studies 
this inquiry is limited to the Survey of Consumer Finances con- 
ducted by the Survey Research Center at the University of Michi- 
gan in cooperation with the Board of Governors of the Federal 
Reserve System. It is further limited to the study of one important 
consumer durable, the passenger automobile. 

The Surveys of Consumer Finances contain much useful infor- 
mation for short-term forecasting; for example, short-term plans 
to buy, consumer expectations about their personal future and the 
future of the economy, and their attitudes toward buying conditions 
and prices. These are intended to reflect changes in the state of 
consumer confidence. An evaluation of the usefulness of these 
variables to the short-term forecaster points up the lack of a vari- 
able describing the individual car user’s inventory in relation to 
the user’s socio-economic situaton. Such a variable is con- 
structed from the data and its short-run predictive value is evalu- 
ated. The results indicate that such a variable in combination 
with plans, expectations, and attitudes can improve the forecaster’s 
evaluation of an individual household’s readiness to buy a car. 

The major emphasis in this study is placed on an appraisal of 
the long-range predictive value of variables describing the socio- 
economic status of automobile purchasers and users. The results 
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on the whole do not support the aforementioned view that these 
financial and demographic characteristics may be useful measures 
of the changing social role of users andpurchasers of automobiles. 
Only a forecast of car user or potential car user income can be 
expected to have reasonably high predictive value when appraised 
against a standard of long-range forecasting criteria developed in 
this study. Other socio-economic factors such as anticipated popu- 
lation movements, anticipated changes in the age composition of 
the population, occupation, education, size of the family, position 
in the life cycle, number of income receivers, and liquid asset 
holdings, turn out to have low predictive value because they fail to 
meet one or more of the criteria for reasonable predictive ac- 
curacy. 

A long-range forecast of new passenger automobile sales for 
the 1955-1965 period is then prepared, based on the latter histori- 
cal findings. 

Some of the broader implications of this inquiry are as follows: 

(1) The methods and procedures of multi-variate demand anal- 
ysis used and developed in this study can and should be applied by 
market planners to other products, particularly consumer durable 
goods. 

(2) This study tends to confirm the view expressed by Friend 
and Kravis in a report on the Bureau of Labor Statistics Study of 
Consumer Expenditures. They come to the conclusion that the 
American market is becoming a homogeneous whole, with vari- 
ations attributable primarily to income differences rather than a 
market sharply segregated by demographic differences. . 

Certainly significant demographic differences in purchasing be- 
havior can be shown to exist in a cross-section analysis of con- 
sumer survey data, but the stability of these demographic differ- 
ences over a fairly long period of time (ten years, for example) 
makes their influence on purchasing behavior relatively small and 
none too useful to the long-range sales forecaster. 

(3) As far as the demand for automobiles is concerned, it is 
unlikely that accurate long-term sales forecasts can be obtained 
by relating past spending patterns to anticipated changes in demo- 
graphic characteristics of the population. 


1. I. Friend and I. B. Kravis, ‘‘New Light on the Consumer Market,’’ Har- 
vard Business Review, January-February, 1957, pp. 115-116. 
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